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DEPARTMENT OF DEFENSE APPROPRIATIONS FOR 1953 


WEDNESDAY, APRIL 30, 1952 


Unitep States SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to call, in room 225, 
Senate Office Building, Hon. Joseph C. O’Mahoney, chairman of 
the subcommittee, presiding. 

Present: Senators O’Mahoney, Maybank, Bridges, Ferguson, 
Saltonstall, Young, and Thye. 


DEPARTMENT OF DEFENSE 
GENERAL PROVISIONS 


STATEMENTS OF HON. ROBERT A. LOVETT, SECRETARY OF 
DEFENSE; HON. WILLIAM C. FOSTER, DEPUTY SECRETARY OF 
DEFENSE; HON, FRANK PACE, Jr., SECRETARY OF THE ARMY; 
HON. DAN A. KIMBALL, SECRETARY OF THE NAVY; HON. 
THOMAS K. FINLETTER, SECRETARY OF THE AIR FORCE; HON. 
W. J. McNEIL, ASSISTANT SECRETARY OF DEFENSE (COMP- 
TROLLER); MR. LYLE S. GARLOCK, DEPUTY COMPTROLLER FOR 
BUDGET, OSD; MAJ. GEN. GEORGE H. DECKER, CHIEF BUDGET 
DIVISION, DEPARTMENT OF THE ARMY; REAR ADM. E. W. 
CLEXTON, ASSISTANT COMPTROLLER, DEPARTMENT OF THE 
NAVY; MAJ. GEN. M. J. ASENSIO, DIRECTOR OF BUDGET, DE- 
PARTMENT OF THE AIR FORCE; AND BRIG. GEN. ROBERT S. 
MOORE, SPECIAL ASSISTANT TO ASSISTANT SECRETARY OF 
DEFENSE (COMPTROLLER) 


LIMITATION ON EXPENDITURE 


Senator O’Manonry. The subcommittee will be in order. 

We are ready to proceed with your statement, Mr. Secretary. You 
have been advised by agreement of the subcommittee it was deemed 
proper that we should first open this session with a discussion by 
yourself and the Secretaries of the three Defense Departments of the 
effect which in your judgment the limitation amendment inserted in 
the bill by the House would have upon the military strength of the 
United States and upon the problem of administration. 

After we hear from you it will be our plan to hear from the Joint 
Chiefs of Staff, headed by General Bradley, at which time we shall 
undertake to get such information as is available with respect to the 
integration of the armed services. 


195 








196 DEPARTMENT OF DEFENSE APPROPRIATIONS, 1953 


There is a great deal of feeling, Mr. Secretary—perhaps I should 
say apprehension—that a deficit occasioned by the expenditure of 
Government funds, whether for civilian or military purposes, incurred 
now while the national debt remains at a very high level might bring 
economic consequences of great danger. 

We know that Soviet policy has been based upon the theory that 
the capitalistic system will explode of its force, that an economic 
crash is inevitable and that the world revolution which Lenin and 
Stalin have preached will take place because of economic chaos. 

It is therefore of greatest importance to our committee and to the 
Senate as a whole and the country to know just what can be done 
with respect to the appropriations which are being made for the 
Department of Defense. 

I need not tell you that other appropriations are being rather dras- 
tically curtailed, but the fact of the matter is that the total appro- 
priations for the civilian arm of the Government constitutes ro sei 
very minor part of the total expenditure in any single year, and that 
is true of course with respect to fiscal year 1953. 

It was for these reasons largely that the committee felt it would be 
appropriate and helpful if we should start the hearings with this 
discussion. 

You may proceed. 

Secretary Loverr. Thank you, Mr. Chairman. 

Before reading the formal statement, Mr. Chairman, I would like 
to point out that in concentrating my remarks on the so-called Smith- 
Coudert amendment 

Senator MayBank. May I get a word to the Secretary? 

Senator O’Manoney. Yes, indeed, 

Senator Maypank. The See retary said before he read his formal 
statement he was going to concentrate his thoughts on the so-called 
Smith amendment. Unfortunately, as chairman of the Banking and 
Currency Committee, we have Mr. Goldberg and the CIO steel- 
workers down here this morning and Mr. Morreel for the steel com- 
panies this afternoon. I have to leave at 10:30. But I am deeply 
interested in the Smith amendment. 

As you gentlemen of the military know, I have always tried to 
support you. I just want you to know that when I do leave, and I 
will have to leave at 10:30, I will read with interest what you and 
the Secretary have to say about it, because I want to help the national 
defense if I can. 

Secretary Loverr. We will have copies that will be available. 

I merely wanted to get in the record the fact that in responding 
to the chairman’s invitation to deal with this matter first, I am in 
no way indicating that the appeals that we will make to this committee 
for restoration of certain things are of lesser importance in my opinion. 
I am sure you are aware of that, Mr. Chairman. 

Senator MaysBank. May I ask one other question? 

Senator O’Masonery. Certainly. 

Senator Maysank. In years gone by we have passed certain author- 
ization bills as to the future, but we are a little different in including 
all the money in the appropriation bill. I believe I am right in this, 
either 2 years ago or last year the House refused to go along with 
that. 











Pee ace 


Te ek ak ed Wetted SA 





DEPARTMENT OF DEFENSE APPROPRIATIONS, 1953 197 





Senator O’Manonry. You mean the contract authorization plan 

was suspended? 
Senator Maysank. Yes. Has that been taken up by the House 

as substitute for the Smith amendment? : 
Secretary Loverr. No, sir; not that I am aware of. 























GENERAL PROVISIONS, SECTION 638 






i Then I will address my remarks to section 638 of H. R. 7391, which, 
re if enacted into law, will have the effect of limiting expenditures of the 
a Department of Defense in fiscal year 1953 to $46 billion. The lan- 
3 guage of that section, incidentally, makes it clear that these limits 







apply to the total aggregate expenditures of all agencies provided 
Es herein. 
e In order to evaluate this provision, it is necessary to go back to 





September 1950. At that time the Department of Defense was 







if increasing its military forces from a million and a half men that were 
“4 on active service in June 1950 when the war broke out in Korea 
4 toward a goal of about two and a half million, and was attempting to 
: lift up the level of military production from the low level reached in 






June 1950 to a more acceptable rate. The men needed for the 









4 immediate filling out of the active units weré secured very largely by 
A the calling up of Reserves, including National Guards men, and the 
4 jlacing of calls for men with the Selective Service System. The 
a cee were, with little additional training, immediately incorpo- 
A rated into active units and many of them committed to combat. 
S Selectees, after a few months’ training, were also incorporated into 
2 active units engaged in combat. While the recall of Reserve personnel 
got us over the immediate need for more men, but at the price of 
4 certain injustices, there was no such ready answer for the second part 
= of the problem which was to increase the level of military production, 
We had no “reserves” of manufacturing capacity that could im- 
mediately be called upon to produce completed. tanks, airplanes, and 
3 ammunition; and the thousands of other items in the large quantities 
a needed by the expanding forces. 







MILITARY PREPAREDNESS PROGRAM 









4 As a first step in this direction, the Congress had provided a sup- 
plemental budget in the amount of $11.7 billion during September 






a 1950 and the Department of Defense prepared and submitted a second 
supplemental budget request in late November to provide for more 
forces and to increase the production of military equipment. General 
Marshall and I appeared before this committee in early December 
1950 in support of that supplemental budget in the amount of ap- 
proximately $17 billion. As I recall, discussion with your committee 











uy centered around whether or not the Department of Defense was 
NS expanding our military production and military forces as rapidly as 
4 the world situation required. General Marshall stated emphatically 
2 that we must plan a program that could be continued for as long as 
4 might be necessary and that we must avoid the past feast-and-famine 
be patterns of military production. 

Ee Senator O’Manoney. I recall very distinctly, Mr. Secretary, that 





during the committee hearing on those bills members of the committee 
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interrogated the Secretary and his staff very sharply with respect 
to what was deemed to be a lag in preparedness. 

Secretary Lovert. Yes, sir. 

Senator O’Manonny. And the Department of Defense was urged 
to speed up the procurement of combat material. 


MILITARY PRODUCTION 


Secretary Lovett. The National Security Council continued the 
review of the world situation and the military requirements, and, as 
a result, it was decided that, in lieu of concentrating on maximum 
output of current designs of end items, more effort would be put into 
the establishment of an industrial base for military production which 
would be capable of rapid expansion should a worsening world situa- 
tion require such action. We started to create an organized reserve 
of industrial productivity comparable to our reserve of men. In 
appearing before the committees of Congress in the early months of 
1951, we dwelled at length on this program, and I believe that the 
actions of the Congress on our supplementary budget request sub- 
mitted in April 1951 and in voting the fiscal year 1952 regular appro- 
priation request in September 1951 showed that they understood 
and approved the program as outlined. As a matter of fact, you 
will recall that this committee added $5 billion to our request and 
that the Congress, in final passage of the bill, made $1 billion of 
this amount available for additional aircraft procurement. During 
the time since January 1951, this program has been clarified and 
financed by appropriations to provide for the following main ob- 
jectives: 

(1) To carry on against the aggressor in Korea; 

(2) Mobilize fresh troops to replace those who are demobilized 
through rotation; 

(3) Develop an expandible mobilization base; 

(4) Guard against upsetting our civilian economy; and 

(5) Cope with the very real psychological temptation to be lulled 
by phony peace propaganda into slackening our present pace or even 
abandoning the whole enterprise. 


1953 BUDGET 


With this background, we prepared the military program and 
budget for fiseal year 1953, incorporating in it a carefully scheduled 
program for developing and introducing new and more effective 
weapons. As I indicated to you when I appeared before this com- 
mittee in February 1952, I recommended a budget of $55 billion for 
new obligational authority. After consideration of all the aspects of 
the problem, the President indicated that $52 billion was the maximum 
that could be included for the Department of Defense in the budget for 
fiscal year 1953. With respect to this reduction, I have previously 
advised this committee that I thought that it represented a thinning 
poe our defense effort below the point considered militarily de- 
sirable. 

Subsequent to the passage of the appropriation act by the House 
of Representatives, we have reconsidered the international situatios, 
on the basis of the best information available, and have reviewed the 
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military plans to see if there was any basis for further lengthening the 
eriod of build-up or reducing the total forces proposed. However, 
ae advise you that as a result of these reconsiderations of the 
i situation, we feel that the military program as recommended to the 
% Congress by the President is the minimum ‘‘fire insurance’’ that this 
5 country can safely carry at this time. In fact, I think it may be 
below the safe level. We find nothing to indicate that the Communist 
; countries led by Russia have in any way changed their objective of 
Bs world domination. 








EXPENDITURES 











With respect to the problem of expenditures during fiscal year 1953 

to which section 638 of H. R. 7391 is directed, the military departments 
= originally estimated that to secure all the material and equipment 
Ei that they believed desirable from a military point of view within the 
Le compressed period of time, would have resulted in expenditures of 
between $65 billion and $70 billion during fiscal year 1953. These 
expenditures would have been primarily from funds previously ap- 
epropriated. After considering all the pertinent facts, the President 
directed that expenditures for the Department of Defense and 
military aid should be held to “less than $60 billion.”’ 

That, Mr. Chairman, is I think apropos of your statement at the 
outset as to the total of military expenditures and whether there was 
a substantial reduction. The indication here is that the military 
departments alone came down from the service estimate of something 
over $70 billion to an estimate of $52 billion, at which we presently 
















4 stand. That is expenditures and not obligations. Expenditures and 
4 obligational authority happen to be substantially the same figure in 


1953. Iam emphasizing only the expenditures. 

Senator O’Manoney. Yes, I recall your testimony when you first 
appeared showed that the requests which were made to you by the 
three departments in the aggregate amounted to approximately the 
same sum as the estimated revenues of the Government for fiscal 
year 1953. 

Secretary Loverr. That is my recollection. 

ES Senator O’Manonry. You and your associates cut that down. 
4 Then there was another cut of $2 billion when it was acted upon in 
: the Bureau of the Budget. 
















GOODS AND SERVICES 






Secretary Loverr. That is correct, sir, except that the further re- 
duction was $3.3 billion. As I advised the committee in February, it 
has been the program of the Department of Defense to secure a mini- 
mum of $52 billion worth of goods and services during fiscal year 1953. 
To insure that these goals would be achieved and at the same time not 
substantially exceeded, there was issued to the military departments 

3 on January 10, 1952, a directive which established quarterly expendi- 

q ture ceilings for the 18 months from January 1, 1952, to June 30, 1953. 

These amounts became both goals and limitations. For the 12 months 

4 of fiscal year 1953 these amounts were set to exceed our estimate of 

$52 billion expenditures by approximately $2 billion. This was done 

for the express purpose of setting goals high enough to allow for un- 
avoidable slippages due to unforeseen and uncontrollable situations. 
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It was at the same time directed that in case all of the goals were 
achieved, adjustments would have to be made to stay within the $52 
billion maximum. On the basis of the latest estimate, it appears that 
the Department of Defense program as now outlined will result in 
expenditures of $52 billion in fiscal year 1953. 

Senator O’Manonry. I think perhaps it ought to be made clear 
at this point that these expenditures which you plan are not all from 
the appropriations which will be carried in this bill. 


CARRY-OVER FUNDS 


Secretary Loverr. No, sir. As indicated by a chart which may be 
placed in the record, the expenditures in 1953 will include approximi- 
mately $500 million of appropriations from fiscal 1950 and prior years. 
Expenditures of fiscal 1951 funds will be approximately $12 billion, 
expenditures of 1952 funds approximately $19 billion, and out of 
fiscal 1953 funds, only $21 billion. The reason for that, Mr. Chairman, 
is of course the fact that we are now in the process of procurement 
of such complicated items that the lead time as a minimum is usually*® 
18 months. The chart covers only appropriated amounts and 
does not cover trust funds and revolving fund accounts. 

(The chart referred to follows:) 


DEPARTMENT OF DEFENSE EXPENDITURES 


EXPENDITURES DURING FISCAL YEARS 1951-1953 
FROM APPROPRIATED FUNDS 
IN BILLIONS OF DOLLARS 
— __FISCAL YEAR ‘SI FISCAL YEAR 'S2__FISCAL YEAR 'S3__ NO. BEYOND 
aepropaation | TOTAL. EXPENDITURES | TOTAL EXPENDITURES TOTAL EXPENDITURES (EXPENDITURES OURING: 
$ 20.2 $ 39.0 | $ 52.0 ORE Fst ear oF ava. 


FY 1950 
AND PRIOR 
$87 
CARRYOVER 


FY 195! 
$48.2 
APPROPRIATED 


FY 1952 
$60.9 
APPROPRIATED 
AND REQUESTED 


FY 1953 
$ 52.1 
BUDGET REQUEST 


30 June 30 June 30 June 30 June 
1950 195! 1952 1953 





CASH APPROPRIATIONS 


Senator O’Manoney. I think it ought to be made clear at this 
point, as Senator Maybank indicated at the beginning, that a change 
from the procedure of making cash appropriations and granting con- 
tract authority to a procedure by which only cash appropriations are 
made has made a change in the impact of the total bill upon the 
public mind. 
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Senator Maysank. It certainly has. 

Senator O’Manoney. The law, as I understand it, requires that you 
may not issue any contract unless you have either the cash appropri- 
ated or congressional authorization to make the contract. Is that 
not right? 

Secretary Loverr. That is correct, Mr. Chairman. 

Senator O’Manoney. So that this chart which you have presented 
to us here shows how the expenditures on appropriations carry for- 
ward from year to year because of the absence of the contract au- 
thority. 

Secretary Loverr. Because of the long time that it takes to build 
these weapons and to expead the money. In other words, Senator, 
to take a tvpical case, the money which this committee and the Con- 
gress gave us in September 1950, taking a single item, and let us call 
it a modern jet-fighter aircraft, could not produce that aircraft for 
approximately 21 months. In other words, we could get delivery of 
the item we contracted for in September 1950 in June or July this 
year, 1952. While we cannot buy anything until we get congressional 
authority, the expenditures against our orders are spread over several 
years, with partial payments made during that period to cover the 
accumulation of bits and pieces as the work progresses. 

Senator O’Manoney. That necessarily brings about a large carry- 
over. 

Secretary Loverr. That is right, sir.% 

Senator O’Manoney. So that the tabulation of the carry-over 
shows cash appropriations of a huge amount available to the Depart- 
ment for expenditure. 

Secretary Loverr. Yes, sir, these amounts have been obligated but 
not yet spent. 

Senator MayBanx. The public mind is that you are behind in your 
work. 

Secretary Loverr. That is right. 

Senator MayBanKk. Everybody thinks that there is something 
wrong. 

Secretary Loverr. Everybody thinks we have a cash balance in 
the Treasury and can draw checks against it, and do not do it, which 
of course is not true. 


ANTICIPATED REVENUES 


Senator O’Manoney. Another thing that ought to be made clear 
to the members of the committee, a lot of people think that when a 
cash appropriation is made somebody takes that total amount of cash 
and puts it in some vault in the Treasury and it is lying there waiting 
for expenditure, whereas, as a matter of fact, the expenditures because 
of the long lead time are to to be made out of revenues still to be 
received. 1 

Secretary Loverr. That is correct, Mr. Chairman. I think the 
simplest way to see this is to look at the second horizontal column. 
We received from Congress obligational authority of $48.2 billion for 
fiscal year 1951. We actually expended a net total of $19.8 billion 
during fiscal 1951. Now, in fiscal 1951 the tax estimates were made up 
based on our estimates of expenditures and those of the other depart- 
ments. So for tax purposes we used 19.8. For obligational authority 
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we used 48.2. And that, I am sorry to say, is really not understood 
by the vast majority of the people. 

(Discussion off the record.) 

Senator O’Manoney. When J was practicing law before I entered 
the Senate, my office was in the First National Bank Building in 
Cheyenne. In that bank there was a savings depositor, a lady who 
supported herself by cooking, and she was a very good cook. She put 
on top meals for anybody who wanted to give a party. She bad saved 
up considerable money and had it in the savings account. Every 
3 months regularly she would come to the bank, present her book, 
withdraw her money, take it into a booth and count it, and having 
counted it, she would go back and redeposit it. She wanted to be 
sure that her money was there. 

Secretary Loverr. I can understand that frame of mind probably 
exists with a great number of the public today. 

Senator SALTONSTALL. Is it not true, also, Mr. Lovett, that this 
money, except for certain specified things only stays good for 2 years 
unless you actually obligate it? 

Secretary Lovetrr. There are certain classifications in which, for 
obligation purposes, there is a 1-year rule. 

Senator O’Manonery. May I amend your statement by striking 
out the word “money” and substituting the word “appropriation’’? 

Senator SaLtonsTaLu. Absolutely. 

Mr. Gartock. In some cases it is only available for obligation one 
year and expenditures for two succeeding years, and making it avail- 
able for expenditures over a 3-year period. 


BUDGET INFORMATION 


Senator Youne. I think the Armed Forces themselves are partly 
responsible for the Members of the Congress and others not being 
fully informed. I find in writing the many generals that it is prac- 
tically impossible to obtain a complete answer, if any, to my letters. 
Sometimes the letters I receive in reply are very evasive. I will 
give you one good example if you want one in a letter received only 
recently from a General Eaton. Trying to obtain a straightforward 
answer, I wrote to you, Mr. Secretary, on February 20 regarding a 
matter involving only a few million dollars. That is not much when 
we are talking about billions, but it is important to people paying taxes. 
I wrote that letter on February 20, and to date I have not received 
an answer. It isa letter to which I would not expect a personal reply 
from you, but the reason it was addressed to you was that I hoped 
to get an answer to the question I asked. 

Secretary Lovert. I am surprised at that. We will look that up. 

Senator Youna. Members of this committee might get a few things 
straight in their minds if it is possible to get the answers. I have 
found it practically impossible. I have given up. I have other com- 
mittees to attend this morning. I do feel I can get everything from 
the press that goes on in this committee, perhaps a little more in 
detail than I could by sitting here listening. 

Mr. Chairman, I hope you will excuse me while I attend two other 
very important hearings. 

Secretary Loverr. If you will give us the date on that, we will try 
to get you a prompt answer. 
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I am not suggesting for one moment that the military personnel or 

the civilians in the Military Departments understand this fully. There 

is a big educational job to be done. We have just got to get at it. 
Senator Youna. Could you give me a reason why a general in the 

Army would not answer a letter to a member of this committee? 
Secretary Loverr. No, sir, I can not. The Secretary of the Army 

can probably answer that. 

Secretary Pacr. It depends on what general, Senator. 

Senator Younae. I would say most of them. 
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DEFENSE PROGRAM TIMETABLE 


Senator Ture. Mr. Chairman, there is one question in my mind 
i and that is a year ago we were giving consideration to the expenditures 
3 in the fiscal 1952 and 1953. After Congress readjourned that time- 
4 table was extended. What we expected to have been expended, 
* completed and constructed in 1952 and 1953 was extended further 
on into the calendar years. Iam right on that, am I not? 
4 Secretary Loverr. I think, Senator, you are referring to the 1953 
budget; when the stretch-out was applied it affected the appropriations 
very directl 

Senator Tay re. You are not taking off the assembly lines the 
completed equipment as rapidly, even in the calendar year of 1952, 
as you had anticipated and expected when you first presented your 
budgetary request. 

Secretary Loverr. The effects of the reduction in appropriations 
and in expenditures has not been fully felt, Senator. The material 
i is coming off on the revised schedules. It is A-16 schedule on air- 
craft. I believe in March deliveries were about 95 percent of schedule. 

Senator Torr. That is aircraft. Would that be true with tanks 
and such equipment as that? 

Secretary tone It is my impression that the general rate of 
production i is now coming into its first accelerated stage, Senator. 

Senator Taye. You are later in the calendar months than you had 
anticipated when these appropriations were made. 

Secretary Loverr. Yes, sir, but only in certain items. 

Senator Ture. And your timetable is extended for 1953? 

Secretary Loverr. Yes, sir. 

Senator Toye. And you are carrying a greater sum of actually 
unexpended funds at this time and your anticipation is for 1953 the 
funds that are not expended will be greater than you anticipated when 
your appropriations were first presented? 

Secretary Loverr. No, sir; they are about the same. My recol- 
lection is that the carry-over will be around $56 billion or $57 billion. 

Senator Tuye. All reports that I have read have been that your 
timetable was extended and what we had anticipated to be the time- 
table when these appropriations were made have moved on over into 
later years. 

Secretary Lovert. That is the result of the stretch-out, sir. 

Senator Tuys. If the stretch-out is made, does that mean there is a 
deferral of the actual expenditure? 

Secretary Lovett. Yes, sir. 

2 Senator Turn. T herefore, you have a greater accumulation today 
5 than had been anticipated when the appropriations were presented. 

Secretary Loverr. No, sir, because the stretch-out occurred before 

we presented the 1953 budget. 
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BUDGET BUREAU ACTION 


Senator O’Manoney. Mr, Secretary, what Senator Thye has in 
mind is this, I believe: When you testified at our first hearing this year 
op the 1953 budget, you explained that after the Department of 
Defense had sent to the Bureau of the Budget its recommendation 
there was a cut-back of some $2 billion imposed by the Bureau of the 
Budget, and that resulted in making it impossible for you to receive 
the deliveries which vou had previously planned in 1953; so that the 
stretch-out was the result of a failure of the Bureau of the Budget to 
provide the recommendation for the funds vou had counted upon to 
pav for the deliveries which had been planned. 

Secretary Lovett. That is correct, except the cut by the Bureau 
of the Budget was in excess of $3 billion. 

Senator O’Manoney. That did not result in an increased sum. 

Senator Toye. But were the deliveries readv? That is the question 
that seems to be uppermost in the minds of the people, and that the 
huge appropriations have been made and yet the timetable keeps 
bei 1g shoved into a later calendar month and calendar years. 

Secretary Loverr. The deliveries would not be ready in the long 
lead-time material for a minimum of 18 months. The material we 
are receiving now, as you can see by that chart, during fiscal 1952, 
is very largely the result of 1951 and prior-year obligations. 

Senator Toye. But are the deliveries in 1952 as great as has been 
anticipated at the time these budgets were being developed, the 
authorization being developed and the appropriations made accord- 
ing to the authorization? 

Secretary Loverr. Our expenditures are about the same. As I 
recall it, there is approximately a $1 billion difference between the 
first estimate of expenditures in fiscal 1952 and the final one. I think 
we now expect between $39 billion and $40 billion. 

Senator Brinces. I was going to ask you to just repeat what you 
said there. 

Secretary Loverr. When we made the initial estimates of ex- 
penditures on fiscal 1952, it is my recollection—and I would like to 
correct this in the record if it is not accurate—that we guessed the 
expenditures would be around $40 billion. We are now spending 
what appears to be around $39 billion plus. 


CARRY-OVER FUNDS 


Senator Brripces. How much carry-over will that make you have 
at the end of fiscal 1952, June 30? 

Secretary Loverr. Would you like me to recapitulate the whole 
vear’s operation as to anrropriatiors, expenditures, and carry-over? 

Senator O’Manoney. This would be new. Please do that. 

Secretary Lovert. The unexpended appropriated amount carried 
over in fiscal 1952 from 1951 and prior years was $36.4 billion. In 
addition, there were balances of $1.7 billion carried over in the stock 
and revolving accounts which act as a sort of clearinghouse for trans- 
action involving the direct appropriations. Now, the appropriations 
of new obligational authority for fiscal 1952, including the supplemen- 
tal, amounted to $60.4 billion, plus $0.5 billion in additional capital 
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provided to stock funds to enable thsam to meet the needs of our 
expanded forces. 

Senator Bripces. Say that again, please. 

Secretary Loverr. Indirect appropriations carried over from 1951 
and prior years was $36.4 billion. The appropriations and new 
obligational authority granted us for fiscal 1952, the bill you passed 
last fall, plus the pending supplemental, is $60.4 billion. The total 
available for expenditure in fiscal 1952 is, therefore, $96.8 billion. 
Charges to appropriations in 1952 we estimate at—to be conserva- 
tive in this—$39 billion. Estimated value of funds which will lapse 
at the end of fiscal 1952 are $400 million, which will leave unexpended 
appropriation amount carried over into fiscal year 1953 of $57.3 
billion. 

Now, approximately $2% billion of that sum represents unpaid 
amounts for pay and allowances of military personnel, civilian payrolls, 
and for goods and services delivered prior to June 30, but which had 
not been paid for. The balance represents the value of the outstand- 
ing contracts, and I think this is the point, Senator Thye, that you 
were asking about: virtually all the balance of approximately $55 
billion represents the value of the outstanding contracts; that is, 
undelivered items for aircraft, ships, tanks, fire control, radar, spares, 
spare parts, ammunition, and so forth, most of which will not be 
delivered until fiscal vear 1953 and fiscal year 1954, and in certain of 
these items later years. 

Senator O’Manoney. Mr. Secretary, before I called the committee 
for a meeting yesterday to discuss the agenda, General Moore brought 
up a slide rule which I think illustrates this apparently complex prob- 
lem better than anvthing I have seen. It shows how the contract 
writine, the acquisition of materials, the construction of the item, and 
the delivery of the end item is necessarily long drawn out. I would 
like to have each member of the committee see this rule. Senator 
Bridges saw it yesterday. This is the set now for January 1952. It 
shows that in the period from January through the second quarter of 
1952 the contracts are made with moneys that had been previously 
appropriated. 

Following making the contract period, there is a period for the ac- 
quisition by the manufacturer of steel, aluminum, carbon, copper, and 
other materials that go into the manufacture of the end items which 
are to be purchased. Then follows the time when these materials, 
having been purchased by the manufacturer, are delivered to the mills 
of the manufacturer. Then follows the period during which the 
particular weapon is manufactured. 

Now, these take various times from January 1953 down to April or 
June 1955, according to the nature of the end object. The longest 
period is required for the delivery of ships and of aircraft. A very long 
period is required for electronics, for construction, for guided missiles. 
Lesser time is required for ammunition, for tanks, for field wire, and 
the like. 

I would like to hand this down to Senator Saltonstall and Senator 
Thye, so they may see how the operation works. It explains visually 
how an appropriation made in one fiscal year may not be expended 
until some years afterward. 
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APPROPRIATION LAPSES 


Now, of course, appropriations lapse. Mr. Secretary, what is your 
understanding of the period within which an appropriation lapses when 
it has not been expended? 

Secretary Lovett. It differs in certain classifications of items, Mr. 
Chairman; but, except for the continuing-type appropriation for air- 
craft, ships, and public works, we usually have the obligational 
authority for the year and then the expenditure authority continues 
for 2 years succeeding that, so that there is a total period of 3 years 
during which the funds are available. The following chart shows the 
period of ee scat of funds granted and requested for fiscal years 
1951, 1952, and 195: 

(The chart al to follows:) 


Analysis of new obligational authority by period of availability 


[Thousands of dollars] 





iF iseal year | | Fiscal year | Fiscal year 


























| 195i | (1952! 1953 ? 
——-_— —- — —_ —- _ _ — - ——- - —~-— + eh nn | ne ee ee 
Department of the Army: | 
One-year appropriations. - -. 4,108,471 | 20,514,665 | 9, 305, 159 
Multiple-vear appropriations | 14, 662, 571 467, #04 340, 321 
No-year appropriations. .___. 503,989 | 1,025, 400 4, 554, 520 
Total _- 119, 270, 030 | 22, om, 6A8 en 00 
Department of the Navy: Bhs. [ mor 
One-year appropriations --| 7,879,394 | 9,030, 047 8, 495, 016 
Multiple-year appropriations 29, 899 | 25, 448 | 29, 815 
No-year appropriations - 4,485,474 | 7, 019,116 | 4,675, 169 
Total__- | 12, 304, 767 | 16, 074,611 | 13, 200, 000 
Department of the Air Force: a | “ 
One-year appropriations 5,103,477 | 6,598,642 | 7,846, 604 
Multiple-year appropriations. - 39, 818 | 19,043 | 28, 396 
No-year appropriations. 10, 689,167 | 15, 631, 309 12, 825, 000 
rc pata | 15,832, 462 | 22, 248, O85 | 20, 700, 000 
Office of the Secretary of Defense: eRGY Beds Sine CWS evans 
One-year appropriations: 
Emergency fund 3 240, C00 | 90, 000 60, 000 
Other 444, 300 | 439, 100 | 406, 265 
Total. 684, 300 | 529, 100 466, 265 
Total, Department of Defense: | Py “oust 
One-year appropriations. | 17,770,642 | 36,672,454 | 26, 113,044 
Multiple-year appropriations. - - | 14, 732, 288 | 512, 094 | 308, 532 
No-year appropriations ; --| 1, 678, 6 23, 675, 816 | 22,054, 689 


Total _. 








i Includes pending fiscal 1952 supplemental of $1, 


57 million. 


148, 181, 560 | 





| 60, $60, 364 


| 
i 
i 





48, 586, 265 








2 Excludes proposed fiscal 1953 supplemental of $3,500 milion. 
3 For transfer to the military departments, to be available for the same time period as the appropriation 
to which transferred. 
DEFINITIONS 


One-year appropriation: Available for incurring obligations only during the fiscal year in which ap- 
propristed and available for expenditure for a 3-year period including the year in which appropriated. 
Multiple-year appropriation: Available for incurring obligations for a definite period in excess of 1 fiscal 
year and available for expenditure for an additional 2-year period. 
No- year appropriation: Available for incurring obligations for an indefinite period of time and remains 
available until expended. 
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Senator O’Manoney. At the end of the third year, if not expended, 
the appropriation lapses? 

Secretary Loverr. Yes; but we have extra time on the very long 
lead-time items like aircraft, ships and public works. 

Senator O’Manoney. Congress gives you power to review the 
authority. 

Secretary Loverr. By and large they lapse after that third year, 
without action by Congress. 


CARRY-OVER FUNDS DURING WORLD WAR II 


Now, Senator Thye had asked a question which I think can be 
made clearer if we can use some comparable figures in World War II, 
our experience then; in other words, the carry-over into the succeed- 
ing fiscal year as compared with the amounts actually expended in 
that succeeding year. I will make the table available in full, but a 
few instances | think will clear this thing up, because this is not a new 
experience, Senator Thye. ‘This always happens in the long lead-time 
items. 

In fiscal 1941 the carry-over from the previous fiscal year was $2 
billion, and the new obligational authority was approximately $25 
billion. That made a total of $27 billion available for expenditure. 
The expenditures were $6 billion. Consequently, the carry-over into 
1942 was $21 billion. The 1942 new obligational authority was $96 
billion. The total, therefore, of carry-over plus new obligational 
authority was $117 billion, but the expenditures were only $23.6 bil- 
lion, and the 1942 carry-over into 1943, in consequence, was a little 
over $93 billion, and so on down through the war experience, as shown 
in the following table. 

(The table referred to follows: ) 


94846—52——_14 
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Wor.d War II—New obligational authority, expenditures, and unexpended 
carry-overs 


{In millions of dollars] 





Total Army Navy 
Fiscal year 1941: 
Unexpended balances carried over into fiscal year 1941_......__- 2, 213 715 1,498 
Plus new obligational authority _................--.2222- el 24, 608 13, 135 11,473 
- aa total available for expenditure.......................-..- 26, 821 13, 850 12, 971 
ass— 
I a ai ia sh ce cn i 6, 059 3,770 2, 289 
LARONS WO DN no on nc ccascckbanniueteeckunactsbes 14 11 3 
Equals unexpended balances carried over into fiscal year 1942. 20, 748 10, 069 10, 679 
Fiscal year 1942: 
Unexpended balances carried over into fiscal year 1942_.....__-- 20, 748 10, 059 10, 679 
Plus new obligational authority _........................-.-.--.- 95, 168 71, 358 24, 800 
Equals total available for expenditure__...................---.-- 116, 916 81, 437 35, 479 
i atthe lil ica ae ba 23, 592 14, - 8, a 
Or RU OS er eee Ne ek 16 
Equals unexpended balances carried over into fiscal year 1943 __. 93, 308 66, 509 26, 709 
Fiscal year 1943: 
Unexpended balances carried over into fiscal year 1943_-._.__-- 93, 308 66, 599 2%, 709 
Plus new obligational authority ss aie aietea nls nical ice mp aedclch tenia 71, 832 42,0 29, 772 
— total available for expenditure.......____...------------ 165, 170 108, 689 56, 481 
ss— 
Expenditures........... a ctrl teieis ace dike es eatin eau eerie 63, 101 42, 573 20, 528 
PORT re CO oc ik ohio Seine ca does 140 2) 131 
Equals unexpended balances carried over into fiscal year 1944__ 101, 909 66, 087 35, 822 
Fiscal year 1944: 
Unexpended balances carried over into fiscal year 1944. ._....... 101, 909 65, 087 35, 822 
es new obligational authority a a ea ee acai ae 83,110 59, 035 24, 075 
Equals total available for expenditure steduddatecacheisenel . 185, 019 125, 122 59, 897 
ss— 
Expenditures Rik neaemame anand aas caw ssa aeeee ecubeere 76, 074 49, 289 25, 785 
Lapses and rescissios..................-...--... 74 5 69 
Equals unexpended balances carried over into fiscal year 1945. 108, 871 75, 828 33, 043 
Fiscal vear 1945: 
Unexpended balances carried over into fiscal yer eee 108, 871 75, 828 33, 043 
Plus new obligational authority _........._. fs oetadidanes 35,315 15, 435 20, 880 
Equals total available for expenditure eg siabibnadea s hacetliaeiehs a 145, 185 91, 263 53, 923 
Less— 
I nnd ctcnenmrndhadesnanninatmanibeksmacneemeeen 79, 817 49, 689 30, 128 
RANE EE PRINS ooo sno ecnninccenccknnewepsanansenee 135 74 61 
Equals unexpended balances carried over into fiscal year 1946__ 65, 234 41, 500 23, 734 
Fiscal year 1945: 
Unexpended balances carried over into fiscal year 1946 __.____- 65, 234 41, 500 23, 734 
Plus new obligational authority cae aaa Scene 39,179 21, 497 17,682 
Equals total available for expenditure_._......_- iudawascnabaoeen 104, 413 62, 997 41, 416 
Less— 
cies aide tek wack paaswndabvnlebsnusbeaeinl 41, 938 27,0% 14, 844 
Lapses and recissions............... Bad 51, 935 33, 402 18, 534 
Equals unexpended balances carried over into fiscal year 1947. - 10, 539 2, 501 8, 038 








It is a confusing thing, admittedly, but it is an habitual occurrence 
when you are buying ~. lead-time items. 

Senator O’Manonry. Now, Mr. Secretary, one of the great dif- 
ficulties is that, when a person sees for the first time a table showing 
the carry-overs, the natural inference of that person is that this total 
carry-over can ‘be expended during the fiscal year if-the Secretary 
decides to do it. Now, that is not the fact; is it? 

Secretary Loverr. No, sir; that is emp} hatically not the fact. 

Senator O’MAHONEY. Now, if there is any way in which you can 
make that clear, it will be of great service, I think, to all concerned. 

Secretary Loverr. I will certainly do my best in the various 
press conferences. 

Senator O’Maunoney. And, if it is necessary to make that clear 
by language in the bill, that might be helpful. 

Secretary Loverr. That is a very interesting suggestion. That 
might be very helpful. 
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FURTHER DISCUSSION ON APPROPRIATION LAPSES 


Senator O’Manonry. I tried unsuccessfully to do something of 
that kind last year when we split up appropriations into funds to be 
expended in 1951 and in 1952, but in the last analysis it was found 
that it was necessary to abandon that plan to make the full cash 
appropriatiom. My purpose in suggesting that plan was to make it 
clear that the total fund appropriated in the bill could not be expended 
in the fiscal year for which we were appropriating; namely, 1952. 

Senator SarronsraLu. Mr. Lovett, 1 see you looking at the rest 
of your speech to see how much there is of it. There is one thing that 
I think is not clear in my mind. An appropriation is gcod for 1 year. 
Then there is an expenditure that can be expended for 2 years after 
that. But two things happen, do they not: If that appropriation 
is not obligated within the fiscal year, the appropriation lapses? 

Secretary Loverr. Yes, sir. 

Senator SatronstaLu. Now, if the appropriation is obligated in 
the fiscal year, then the expenditure has to be carried forward in the 
two succeeding years or it lapses. 

Secretary Loverr. That is right, except for the specific items 
on which you permit a longer time. 

Senator SALTonsTaLL. Yes. So that there are two times that an 
order of Congress can lapse, one on the appropriation at the end of te 
year and the second on the expenditure of the money that is actual y 
appropriated at the end of 3 years, if that money is obligated ia the 
first year. 

Secretary Loverr. That is correct, Senator Saltonstall. 

Senator SaLronsTaLuL. That is my understanding. I did not think 
those two points were clear. 

Now, there is another item, too, that I think is important and has 
not been brought out, and that is the question of the performance 
budget. The Unification Act requires the armed services to go on a 
performance budget, and that is going to affect the carry-overs and 
the payments, too, is it not? 

Secretary Lovetr. Yes, sir, to some extent. But Senator Salton- 
stall, basically the explanation you gave is accurate within our ex- 
perience in the military departments. ‘The very largest items, though, 
are of a continuing character within the meaning of the language 
which the appropriation act gives to us, and that is done with the 
express authority of the Congress. In other words, we cannot simply 
stretch this thing out over an indefinite period of time. We can give 
you details on this for the record, if you want. 

Senator SatronstaLu. May I ask this: Take an airplane carrier, 
for instance, Congress does not appropriate all the money for an 
airplane carrier at one time, does it? It has been my experience 
that we will appropriate two or three times for an airplane carrier. 

Secretary KimpaLi. You appropriate it all. Previous to that you 
gave us contract authority before. 

Senator SaLTonsTaLL. And paid back on the contract authority. 

Secretary Kimpauu. Yes. 


PERFORMANCE BUDGET 


Senator SaLrTonsTALL. But it is true that the performance budget, 
for instance in an airplane carrier, as an example, in the Navy will 
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affect these expenditures in any one year because it will mean that 
on a performance budget of an airplane carrier, taking 5 years, that 
money appropriated in 1952 will carry over for 5 years. 

Secretary McNutu. Yes, sir. 

Secretary KimBauu. Our ship money takes about 5 years to spend. 
The aircraft money takes about 4 years to spend on the average. 

Mr. Gartock. The performance budget has no effect on the carry- 
over one way or the other. The length of time taken for shipbuilding 
appropriations before they were used up was the same as before we 
converted the Navy’s appropriation structure. 

Senator SatronstTaLu. The performance budget is simply a matter 
of bookkeeping. 

Mr. Gartock. It was a decision by the Bureau of the Budget or the 
Congress 2 or 3 years ago to require the Navy to get authority in 
advance for obligations instead of proceeding under tonnage authority 
handled by the Armed Services Committee. 

Secretary Loverr. I think, Senator Saltonstall, one of the great 
benefits of the performance budget, one of its great promises, is the 
method of very much better management control and a method of 
getting economy through accuracy in inventory and similar cost items. 
It looks very promising. 

Senator SALTONSTALL. I appreciate the interruption, Mr. Chairman. 

Senator O’Manoney. May I make this additional comment on two. 
points. First, scattered through this appropriation bill every year, 
particularly with respect to the appropriations for major procurement, 
we find the phrase, “To remain available until expended.”’ That is the 
method which Congress uses and has used traditionally to make certain 
that the department for whom the appropriation is made can have the 
certainty that when the contract is made as against that particular 
appropriation the money will be available when the deliveries are 
made or otherwise it will be impossible for the Department of Defense, 
Interior or any other to make any contract because contractors would 
not accept a contract unless they had reasonable assurance that the 
money would be available to pay them when the deliveries were made. 

Now, the second comment I want to make is that a glance at the 
daily Treasury statement shows that there is carried in the Treasury 
from day to day approximately a cash balance of not to exceed $5 
billion, so that if you had a carry-over of appropriations of $105 
billion, it does not mean that you can draw a check for $105 billion 
because the money is not there. 

Secretary Loverr. That is correct. 

Senator O’Mauonery. And it can be cashed and turned into money 
only as the deliveries are made or as the terms of payment are arranged 
in the contract in some future time. 

SecretarvLovertr. Yes, sir. 

Senator O’Manoney. | think also that not enough attention is 
given to the fact that the appropriations for the Department of De- 
fense are divided into two big categories. The first category are those 
appropriations which are made for the current expenditures of the 
Department, the day-to-day living, salaries, maintenance, and opera- 
tion costs. And the other category includes the appropriations which 
are made to pay for the long lead time items for which contracts were 
made. 
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Secretary Lovert. That is correct, Mr. Chairman. There are two 
broad categories. Shall I proceed with this statement? 
Senator O’Maunonry. If you wish. 


EXPENDITURE LIMITATION 


Sectetary Levert. I had said earlier that on the basis of our latest 
estimates the Department of Defense program as now outlined will 
result in expenditures of $52 billion in fiscal year 1953. Consequently 
when we consider the $46 billion limitation figure included in section 
638, we are confronted with a reduction of at least $6 billion from a 
solid program. 

During the past year, many committees of this Congress have 
investigated and reviewed the mobilization program. I think this 
is both wise and helpful as many beneficial suggestions have been 
derived from the committee reports. Some of these reports indicated 
that the Department of Defense was not building up our military 
potential fast enough or high enough; while others indicated that 
within the operations of the Department of Defense, substantial 
savings could be made by better utilization of matériel or manpower 
and by the elimination of wasteful practices. With respect to the 
comments on the size of the Armed Forces, we have in the fiscal year 
1953 program as presented to the Congress, presented a program for 
a larger force with greater emphasis on air power than that provided 
for in the fiscal year 1952 budget. 


IMPROVED MANAGEMENT 


With respect to the recommendations concerning increased efficien- 
cies and economies, the Department has been striving to secure more 
defense for each dollar of the taxpayer’s funds that we spend. This 
is not an easy job, and it is not one that can be obtained by Executive 
order or legislative fiat. It can only be obtained by day-to-day 
efforts of a large number of men in both the executive and legislative 
branches who are unwilling to accept anything but the best adminis- 
trative practices. Finally, it cannot be obtained simply by legislating 
an expenditure limitation. On behalf of all of the responsible officials 
of the Department of Defense, both military and civilian, I want to 
assure you that we will continue our efforts to eliminate waste and 
inefficiency. 

Senator SALTONsTALL. Do you feel as Secretary of Defense that the 
work, the efforts of the various Departments, of Air, Navy and Army, 
are going ahead sufficiently fast on the performance budget? 

Secretary Loverr. It is hard for me to define “sufficiently fast.” 
I think if you take into account the number of coincidental things 
which have to take place, considerable progress has been made. It 
is not brilliant. We have recently in the three Departments and in the 
Comptroller’s Office attempted to set up a group which will help to 
install these budgets. I think, if you are referring to the stock funds 
and working capital funds, the progress there will be substantially 
faster from here on out, now that we are able to get some people to 
go in as certified public accountants and set up books. 

Secretary Pacn. May I comment on that? As you recall, Senator 
Saltonstall, I orginally submitted the performance budget on the 
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Hoover Commission to the Congress and supported it. Since going 
over to the Army I have likewise pursued in that area the development 
of the performance budget. I think it provides us with a meaningful 
way of knowing where we stand. 

On the other hand, you are perfectly familiar with the fact that you 
are dealing with a great many conflicting systems that cannot be 
wiped out and started afresh but you have to proceed with the opera- 
tion intelligently. To do so badly means that the performance budget 
becomes a whirl and not a matter of substance. 

My own judgment in my own Department is that we are proceeding 
faster than I had assumed we could, and I believe it very strongly. 

Senator SaALToNsTALL. Thank you. 


FURTHER DISCUSSION ON EXPENDITURE LIMITATION 


Senator Bripcges. Mr. Lovett, of course this expenditure limitation 
put on in the House has attracted comment and support and opposition 
from all over the country. Many people have appeared and seem to 
be authorities on the subject, a good many of them that have talked to 
me. You say in your statement that you expected to spend $18,900,- 
000,000 of 1952 appropriations during 1953, and so forth, and that this 
is going to curtail delivery of airplanes, naval ships, tanks, and so 
forth, that would be coming off the production line. Is that taking 
into consideration or squeezing all that you can in 1953 from appro- 
priations of 1953 for the general conduct of the Departments? In 
other words, what I have heard challenged is the figure that the 
Department says it must take from previous years in order to live 
within the limitation. 

Secretary Loverr. Yes, Senator, I think we can support that. 
We have a chart here, an expenditure chart which I think will make it 
somewhat clearer, but before you remove that chart, let me point out 
two things. In that general area there, which is 1951 funds to be 
expended in 1953, you have a figure that represents items that are 
so near completion that if vou attempt to terminate a contract or any- 
thing like that vou might just as well receive the item, in other words, 
the bell has rung on those. The red figure, the fiscal 1953 funds, a 
very high proportion of that is pay, maintenance and operation, utili- 
ties, subsistence and so forth. In other words, that is the day-to- 
day living expenses in there in large part. You cannot do anything 
about that if you have 3.7 million men because the majority of that is 
the standard pay, maintenance and operation, and so forth. You 
will notice that there is surprisingly little acceleration in those red- 
hatched figures, all the way through, for those 3 vears. That is 
because of the stable character of pay in general and subsistence. 

Removing therefore the green and red areas, you are left with the 
$18.9 billion of fiseal 1952 funds, which will be expended in 1953. 
The largest part of that, as I will attempt to explain later on, is in 
the heavy items of procurement. 

Senator SALTONSTALL. In other words, what vou are saying, Mr. 
Lovett, is that of this $55.1 billion, which are the undelivered items 
that are going to be carried over, all of the appropriation of 1953, 
except the $20 billion that is going to be spent for current items, is 
in capital items? 

Secretary Loverr. Yes, sir, very largely. 
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Senator SauronsTauy. So that if you cut down on the 1953 one 
by $6 billion, you cut out operational money, and the capital money 
is all from prior years that is almost ready to be delivered. 

Secretary Loverr. That is right, sir. That is the $6 billion lee- 
way that is set out in detail in this statement. 

Senator Brincres. You contend that this limitation strikes at the 
heart of the defense program, not the over-all carry-on of the conduct 
of the Department but of the production of new equipment for 
delivery, current delivery, which is the heart? That is your contention, 
and you say you can substantiate it? 

Secretary Loverr. Yes, Senator Bridges, most earnestly. I am 
absolutely persuaded of it, and I think I can convince those who are 
prepared to examine this that this is the fact. I try to do it later on 
in here in round terms. 


MILITARY PROCUREMENT 


While the Secretaries of each of the military departments will 
provide you with specific statements as to the eifects of section 638 
of H. R. 7391 on each department, 1 would like to summarize the 
effect of the section in a general way. You will recall that during the 
past year and a half we have had many discussions about the time 
that elapses from the placing of an order to the delivery of the first 
completed item. This is called lead-time, and it is long because the 
end items of military equipment have become increasingly complex. 
As we have advised the committee on frequent occasions, there is very 
little that can be done to shorten substantially these lead-time periods. 

I must now empbasize that any time that the Department of 
Defense makes a substantial change in the direction or rate of build-up 
of military production, this same factor of lead time must be allowed 
for. By this I mean that the funds the Department of Defense will 
spend during the first 6 months of fiscal year 1953 are at this time 
committed practically beyond recall or major revision. Most of the 
obligational authority granted in previous yveais and the current year 
has been translated into firm contracts. Therefore, ary change that 
is to be made from ean estimated expenditure of approximately $52 
billion in fiscal year 1953 to the amount set forth by section 638 
means that almost the total amount must be saved during the second 
half of the fiscal year, with the major part of it being saved in the 
fourth quarter. 

I would like to review with you the source of the funds the Depart- 
ment of Defense proposes to spend in 1953. This is important because 
it is one of the major factors which severely limits our ability to make 
changes of the magnitude required if the proposed section 638 is 
enacted into law. On the chart that we have here we have indicated 
the amount of money available, appropriated, or requested since July 
1, 1950. These figures include amounts carried over from 1950 and 
prior years, $48.2 billion appropriated for 1951, $60.9 billion appro- 
priated for 1952, including deficiency requests of $1.5 billion now 
pending before the appropriation committees, and the President’s 
budget figure of $52.1 billion for 1953. We have indicated the amount 
spent or proposed to be spent from appropriated funds during each 
of the fiscal years; for 1951 this amounted to $20.2 billion; for 1952, 
$39.0 billion; and an estimated $52 billion for 1953. 
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You will notice that of the approximately $20 billion spent in fiscal 
year 1951, $5.0 billion was derived from 1950 and prior-year funds and 
$15.2 billion from 1951 appropriations. Practically all of the major 
items of procurement ddiivceed in that year came from prior year 
funds. Of the $39 billion that the Department estimates it will 
spend this fiscal year, the larger segment of payments is from funds 
appropriated in 1951 and prior years, or an estimated $20 billion; 
whereas only $19 billion will be spent from the new funds appropriated 
in 1952. As in the previous year, practically all of the 1951 and prior- 
year money will be spent for major end items and other procurement- 
type material such as spares and spare parts that are paid for from 
maintenance and operation funds. The 1952 money used thus 
far this year has gone largely for goods and services needed for day-to- 
day operations, such as pay for military and civilian personnel, family 
allowances, food, clothing, utilities, and transportation needed to 
support the operation of an establishment of over 3% million uni- 
formed personnel. 

The expenditure pattern established in 1952 will continue in 1953. 
You will notice that the amount of about $500 million still being paid 
during 1953 from 1950 and prior funds are for procurement items or for 
final payments or settlements of contracts where deliveries have been 
completed. Fiscal year 1951 funds in the amount of $11.9 billion will 
be spent during 1953 with practically all of these amounts going for 
major items of procurement placed under contracts made more than a 
year ago. These contracts represent the culmination of our joint 
efforts with the Congress to build up and equip a military force capable 
of withstanding the threat to our security. Any cut to this portion 
of the expenditures would mean prohibitive cancellation charges under 
existing contracts and the acceptance of many end items in various 
stages of completion. 


CANCELLATION OF DEFENSE CONTRACTS 


Senator Bripces. I am curious about that. This is a very contro- 
versial thing, and the House is taking a position on that. Why would 
it mean the cancellation of things, you say it will affect these things 
and immediate delivery, but it would not mean cancellation, would it? 

Secretary Loverr. It would mean cancellation because we have 
already made the contract. Under that contract the manufacturer 
has the right as well as the duty to deliver. If we do not want to 
receive, we have to cancel it out. We cannot tell him to lay off for 
a vear. He would have to close down his plant and let the work- 
men go. So we have no alternative if we are to live up to the statute. 

Senator Brings. It means that even though the production job 
was half through, that you would be forced to cancel. 

Secretary Loverr. We would not necessarily have to cancel that 
particular plant, Senator, but other plants would have to be can- 
celed to provide the money to complete that item. Let us sav we 
had an air frame which was complete and it needed an engine. If 
we did not have the money for the total of engines, we would have to 
cancel out some other engine user and take that engine and put it 
in this plane so that we would not have only the frame, which-would 
be wholly unusable without an engine. 
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LIQUIDATION OF CONTRACT AUTHORITY 


Senator O’Manoney. Perhaps this problem may be illustrated by 
the fact that the bill as 1t came to the House carried an appropriation, 
a cash appropriation of $2,307,600,000 for the liquidation of contract 
authority previously given. 

Secretary Loverr. That is right. 

Senator O’Manonry. Now, the amendment we are considering 
makes no recognition of that at all. Section 638 reads: 

Money appropriated in titles II, III, IV, and V of this bill shall be available 
for expenditure in the fiscal year ending June 30, 1953, only to the extent that 
expenditures thereof shall not result in total aggregate net expenditures of all 
agencies provided for herein beyond the total of $46 billion. 

Therefore, reading that language as it is, it means that $2,307,600,000 
will have to be deducted from the $46 billion and then the balance 
must be distributed over any new obligations that are authorized 
in this bill. 

Secretary Loverr. That is correct, Mr, Chairman. 

Secretary McNett. Any obligation from 1950 on. 

Senator SaLtronsTaLu. And it is redundant to say, Mr. Lovett, 
that you cannot complete the contact on credit and take delivery 
because Congress has specifically stated that you cannot spend money 
that is not actually appropriated. 

Secretary Loverr. Yes. 


EFFECT OF LIMITATION ON APPROPRIATED FUNDS 


Senator Tuyr. Mr. Chairman, I may be a little vague on this 
point. However, any time the Defense Department enters into a 
contract, they must have the funds available. 

Senator O’Manoney. Appropriated, not available but appropriated. 

Senator Ture. If you appropriate that fund, that fund is naturally 
available. 

Secretary Loverr. No, sir. The authority to enter into contracts 
is available, but that takes the form of an entry on the books of the 
Treasury and does not involve setting aside that amount in actual 
cash, 

Senator O’Manoney. We are not talking about money in the bank. 

Senator Taye. But when it is appropriated, it is in a sense 
available. 

Senator O’Manonry. That is right. 

Senator Tuyr. Therefore, if these contracts were let in the calendar 
year 1951 and the funds were appropriated, then that covers that 
contract even when the bell rings. 

Senator O’Manonery. No; not when there is a limitation on ex- 
penditures. 

Senator Tuyr. You, the Defense Department, entered into the 
contract. Goods are to be delivered in 1953. The appropriated funds 
are resting, awaiting the completion of the goods for which you con- 
tracted. 

Secretary Loverr. No, Senator Thye. That is a matter which 
causes a great deal of confusion. 

Senator Tuyr. Let us get that clear, because I am not the only 
one that is confused. 
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Senator O’Manonry. May I interrupt, Mr. Secretary, because I 
think the language of the limitation itself is the clearest explanation 
of it [reading]: 


Money appropriated in this bill— 
defining the title— 
shall be available for expenditure— 


that is, for giving out, not for making the contract but for hand- 
ing out— 

only to the extent that expenditures thereof shall not result in total aggregate net 
expenditures of all agencies beyond $46 billion. 

So that would cut off money appropriated and under which con- 
tracts have been made if the money has not been expended this year. 

Secretary Loverr. May I try to make this plain in addition to what 
the chairman has said, because I think two words he used there are 
probably the keystone of this confusion. The language reads, 
“Money appropriated.”” Now, actually when appropriations are 
made, the money is not immediately raised and set aside. Rather, 
you are given contractual authority by the Congress, and the Treasury 
makes disbursements against that authority over a period of time as 
deliveries are made against the contracts, 

Senator Tuyr. But the funds, however, were in the Appropriations 
Act of 1951. 

Secretary Loverr. The authorization was in the appropriations 
act. The money that the Treasury comes to the Congress to raise in 
taxes is not derived by adding up the appropriations to be made 
during the year, Senator Thye, but is derived from adding up the series 
of estimated expenditures in the various branches of the Government, 
much of which stems from appropriations made in previous years, 

The easiest way to see this, I think, is to go back to the 1951 budget 
with which you are familiar. The C ongress authorized the expendi- 
ture, through contract authority, of $48.2 billion. 

Senator Toyz. The question in my mind is, they authorized that. 

Secretary Loverr. We actually expended $19.7. 

Senator Ture. It actually is available because when you let a 
contract for airplanes or tanks you know that you have the funds 
available. 

Secretary Loverr. No, sir. The Treasury balances run between 
four and five billion dollars daily. The total contractual authority 
granted in fiscal 1951 and 1952 to the military departments alone is 
around $108 billion. Therefore, the Government, like any business, 
is operating on credit regardless of what the bookkeeping i is. We had 
$48.2 billion of contractual authority in fiscal 1951, we actually ex- 
pended only $19.8 and the Treasury raised through taxes in that year 
an amount to cover our $19.8, not an amount to cover the $48.2. 
There is no cash balance in the Treasury in the name of the Depart- 
ment of Defense. There is a memorandum account on their books 
which shows that we have the authority to contract for and hence 
are entitled to this amount of money, but they do not raise that 
money immediately and put it in an account for us. 

Senator SALTONSTALL. The Government keeps its books on a cash 
basis with no accrual system of any kind, is that correct? 
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Secretary Loverr. That is correct. 

Senator SAtronstaLu. That is where the difficulty comes when we 
cut off the cash. 

Seeretary Loverr. That is correct. 

Seeretary Pacer. There is no capital investment program. 

Senator SarrensTaLL. In. Minnesota and Massachusetts—I do not 
know about Wyoming—their books are kept on an accrual basis. 
That is the difference between Minnesota and Massachusetts and the 
Federal Government; the Federal Government is not up-to-date. 

Secretary Loverr. It is a most confusing method. I sometimes 
feel we are in bondage to bookkeeping. 


BUDGET ECONOMY 


Senator THyr. Where and when is it possible to ever reduce the 
budget and over-all expenditures? 

Secretary Loverr. Through reducing appropriations. 

Senator Tuyr. That is exactly what is being endeavored, but every 
time you do you say you are going to cut off either the neck or the 
tail and somebody is going to suffer. So every time there is an attempt 
to economize, there is either a tail or a neck that is caught in the 
machinery of economy. 

Secretary Loverr. Senator Thye, we actually reduced our budget 
request this year. In my opinion the period of capital investment we 
are in and the build-up of military assets will have to continue for 
perhaps another year. But on completion of the accumulation of 
these assets there should be, there must be, a reduction in the appro- 
priations. Now, I think, Mr. Chairman, if you will let me, I will 
refer to this letter from the Comptroller General, Mr. Warren, who 
was good enough to send a copy to us, addressed to the chairman of 
the House and Senate committees. In it he has this rather significant 
statement to make as to this attempt to put a ceiling on expenditures. 
He comes out strongly against it. He says it is mechanically impos- 
sible, among other things. He says: 

After hearing the testimony from representatives of the Treasury Department, 
the Bureau of the Budget, and General Accounting Office to the effect that existing 
Federal bookkeeping and accounting procedures were not adaptable to a dual con- 
trol of expenditures and obligations on the basis of cash withdrawals from the 


Treasury without considerable difficulty and substantial additional expense to 
the Government, the resolution— 


he is referring to a resolution of the first session of the Eightieth 
Congress— 

was drafted by its sponsors and reported out by the Senate Committee on Rules 
and Administration without expenditure limitation. The same reasoning that 
led to the abandonment of the effort to apply expenditure limitations on top of 
obligation limitations in Senate Coricvrrent Resolution 6 applies with equal 
force to the expenditure limitation in section 638 of this bill. 

He points out further in the letter that the method of control avail- 
able to the Congress is the control presently of appropriations obliga- 
tional authority, not expenditures. 

Senator O’Manoney. Let the entire letter be placed in the record 
at this point. 

(The letter referred to follows:) 
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CoMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington, April 29, 1952. 
Hon. CLARENCE CANNON, 
Chairman, Committee on Appropriations, 
United States House of Representatives. 


My Dear Mr. CuarrMan: I have your letter of April 25, 1952, requesting my 
views on the effect of the Smith-Coudert amendment limiting expenditures for 
the Defense Department during the fiscal year 1953. 

Section 638 of H. R. 7391, the Department of Defense Appropriation Act, 1953, 
as passed by the House of Representatives, provides as follows: “Money appro- 
priated in titles IT, III, IV, and V of this act shall be available for expenditure in 
the fiscal year ending June 30, 1953, only to the extent that expenditures thereof 
shall not result in total aggregate net expenditures of all agencies provided for 
herein beyond the total of $46,000,000,000.” 

A proposal similar to that of section 638 was originally a part of Senate Con- 
current Resolution 6, Eightieth Congress, first session, to include all general 
appropriation bills in one consolidated general appropriation bill. As originally 
introduced, the concurrent resolution would have required the consolidated 
appropriation bill to show for each item of appropriation the amount to be 
expended in the ensuing fiscal year from such appropriation and from all other 
appropriations made in prior years for the same purpose, with a total limitation 
on the amount to be expended from the appropriations in the bill and from 

rior-year appropriations. After hearing testimony from representatives of the 

reasury Department, Bureau of the Budget, and General Accounting Office to 
the effect that existing Federal bookkeeping and accounting procedures were 
not adaptable to a dual control of expenditures and obligations on the basis of 
cash withdrawals from the Treasury without considerable difficulty and sub- 
stantial additional expense to the Government, the resolution was redrafted by 
its sponsors and reported out by the Senate Committee on Rules and Adminis- 
tration without the expenditure limitation. The same reasoning which led to 
the abandonment of the effort to apply expenditure limitations on top of obliga- 
tion limitations in Senate Concurrent Resolution 6 applies with equal force to 
the expenditure limitation in section 638 of this bill. 

As I stated in my testimony of September 26, 1951, before the Joint Committee 
on Reduction of Nonessential Federal Expenditures, Congress of the United States, 
I do not wish to discourage any examination the Congress wishes to make with a 
view to determining the necessity or the size of individual programs or segments 
of expenditures. Indeed, I would welcome an orderly and objective reexamination 
of existing progrems. However, as to expenditures under prior-year appropria- 
tions and authorizations, the Congress has already exercised its control at the 
time the appropriations were made. 

The General Accounting Office is fully cognizant of the cdangers in deficit spend- 
ing and has advocated generally the Government’s operation on a balanced budget 
and the maintenance of utmost economy and efficiency in the performance of 
governmental functions. It is recognized that the appar-nt purpose sought to be 
accomplished by section 638—limitation of expenditures to a predetermined figure 
notwithstanding the amount of appropriations previously and presently made by 
the Congress authorizing the obligation of public funds—is a matter peculiarly 
within the province of the Congress to decide. However, I believe the difficulties 
and pitfalls in the way of accomplishing this purpose should be brought to the 
attention of the committee and the Congress. 

A number of questions arise as to what amounts go to make up “total aggregate 
net expenditures.”” Among these questions are the following: 

(1) Are advances of cash to contractors in 1952 for materials to be delivered in 
1953 a part of the $46,000,000,000 limitation? 

(2) Are payments made during 1953 from lapsed appropriations and appro- 
priations for judgments a part of the $46,000,000,000 limitation? 

(3) Are payments made during 1953, for administrative expenses, from counter- 
part funds a part of the $46,000,000,000 limitation? 

(4) Who will administer the disbursement limitation of $46,000,000,000? I 
have assumed that if the limitation applies onlv to the Department of Defense 
that it will be administered by the Secretary of Defense. 

In the limited time available I cannot give an opinion on these questions. For 
the purposes of this reply, I am assuming that the purpose of the amendment is 
to limit the total amount of checks to be drawn against the Treasurer of the 
United States, plus cash disbursements by disbursing officers, to $46,000,000,000 
during the fiscal year 1953 for the aetivities covered by the amendment. . 
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In the case of section 638, in prior years the Congress has made appropriations 
and authorized the Defense Department to enter into contracts for materials and 
services. This was the point at which the Congress exercised its control. Ac- 
cording to testimony before the Appropriations Committee, a good percentage 
of these goods and services will be delivered during fiscal year 1953. Also, the 
appropriations provided in this bill will be obligated for goods and services, a 
portion of which will necessarily be delivered during that fiscal year. If the goods 
and services are delivered and accepted by the Government, there can be no net 
saving as a result of this athendment. The goods and services must be paid for 
either during 1953 or some subsequent fiscal year. I have repeatedly urged on 
the Congress that the way to reduce expenditures, and the only way, is to reduce 
appropriations. This amendment does not reduce expenditures; it only postpones 
the day when payment must be made. 

As to the effect of the amendment on Federal accounting operations, if the 
intent of the amendment is to be carried out, the agencies affected must establish 
at the point where obligations are incurred: 

(1) A control over obligations incurred under current appropriation authority. 

(2) A control over cash payments made as a result of prior and current year 
obligations. 

(3) A control as to the time goods or services are to be delivered in a given 
fiscal year. 

Institution of the two additional controls required would at least double present 
appropriation accounting costs. 

Assuming that the purpose of the amendment is as I have set out in the sixth 
paragraph of this letter, I can see no ultimate savings which would justify the 
increased administrative costs if the amendment is adopted. 

One other point of extreme significance and importance should be brought to 
your attention. The amendment would have the effect of transferring to the 
Secretary of Defense, or to the President if the amendment were applied Govern- 
ment-wide, authorities which are usually exercised by the Congress. For example 
in the Military, the amendment would have the effect of granting to the Secretary 
of Defense an appropriation of $46,000,000,000 for disbursement. - The separate 
appropriations made to the Departments of Army, Navy, and Air Force would 
become, in effect, limitations on amounts to be obligated. The Secretary of 
Defense, if he so desired, could reduce disbursements in one department by 
allocating the greater portion of the $46,000,000,000 to the other two. Under such 
procedure the Secretary of Defense, or the President in the case of a Government- 
wide expenditure limitation, could carry out a program of disbursements which 
would vary substantially from the program established by the Congress through 
its appropriations. 

I have not expressed an opinion as to the effect of the changes required in Federal 
budgetary procedures since I feel that the Director of the Bureau of the Budget is 
better qualified to speak on this phase of the problem, 

A copy of this letter is being sent to the Chairman, Committee on Appropria- 
tions, United States Senate. 

Sincerely yours, 
Linpsay C. WARREN, 
Comptroller General of the United States. 


MILITARY PERSONNEL COSTS 


Secretary Lovert. As was pointed out in the 1952 expenditures, 
there are certain charges for pay, family allowances, food, clothing, 
utilities, transportation, and similar items, that are associated directly 
with the maintenance of a military establishment of over 3% million 
uniformed personnel. It is anticipated that this will result in the 
expenditure of $20.7 billion from 1953 funds during fiscal year 1953. 

f section 638 with the limitation of $46 billion were adopted, this 
in effect means that whereas the Department of Defense had expected 
to spend $18.9 billions of fiscal year 1952 appropriations during 1953 
primarily for major items of procurement such as aircraft, tanks, 
ships, ammunition, and so forth, already under contract, this $18.9 
billions would have to be cut back about one-third. This reduction 
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would have to come against these 1952 contracts because those 
contracts placed with 1951 or prior year funds are so far along that 
there could be little or no reduction in expenditures even if we attemp- 
ted this at time to cut back production rates or close plants. 


MILITARY PRODUCTION 


To further illustrate the results of section 638 on military production, 
we have charted the expenditures, by quarters, as planned by the 
Department of Defense. 

(The chart referred to follows:) 


DEPARTMENT OF DEFENSE EXPENDITURES 
QUARTERLY EXPENDITURES DURING FISCAL YEARS 1951-1953 
BASED ON 3.7 MILLION MAN FORCE WITH MODERN EQUIPMENT 
*( REDUCTIONS WHICH WOULD RESULT FROM APPLICATION 
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1951 1952 1953 
PROCUREMENT PROGRAM 


You will notice that since 1950 the amount being spent for the 
major items of procurement, the capital investment for the military 
establishment, has substantially increased, particularly during the 
last year. To achieve the goals of military readiness, it was planned 
to continue this rise in production rates throughout fiscal year 1953, 
level off at that point and maintain such a level through the first 
half of fiscal year 1954. 

If the provisions of section 638 are adopted, under our current 
situation it will be necessary to modify our procurement program 
along the following lines. First, little or no change could be made 
in the expenditures proposed for the July-August-September quarter 
of calendar year 1952 because material to be delivered during this 
period is already well on its way to completion, and the slowing down 
or delaying of deliveries would have little or no effect on our current 
payment requirements. For the quarter of October to December 
1952, it might be possible to hold to the first quarter level or maybe 
slightly reduce it. However, in either case, the expenditures for the 
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first 6 months of fiscal year 1953 would likely run between 24 and 25 
billion dollars. This means substantially all of the reduction must 
be effected between January and June of calendar year 1953. A 
reduction of this kind would likely result in expenditures of about 
$11 billion during the January to March quarter and about $10 
billion in the April to June quarter of 1953, which may be compared 
with the $13 billion proposed for the third quarter and $13.7 billion 
proposed for the fourth quarter by the Department of Defense. 


ARMY 


Now as to the effect of such a change in production plans on the 
individual military departments. First, for the Army, the result 
would be an elimination of over 3,100 medium tanks, the closing of 
at least two of the presently operating tank facilities and one facility 
engaged in the production of engines for medium tanks, with the 
result that the Army would build only 300 new tanks during the year; 
a reduction in mortar fire control equipment to the point where the 
units engaged in Korea would not be supplied even with initial 
equipment. In other major items of equipment, such as the light 
tank, the 40 millimeter twin gun, the 105 millimeter howitzer, the 
155 millimeter howitzers and guns, trucks, trailers, and helicopters, 
the Army would have from 20 to 80 percent of the amount needed for 
initial issue to the regular Army and the civilian components by the 
end of June 1953. This would mean that many units would not 
even have an initial supply of modern equipment and that in case we 
became involved in a major combat operation, there would be no 
stocks available to replace combat losses. 


AIR FORCE 


The effect of the expenditure limitation on the Air Force in fiscal 
year 1953 and 1954 would be a loss of modern aircraft for 10 combat 
wings, a reduction in aircraft production of at least 3,000 aircraft 
during the 18-month period of January 1, 1953, to June 30, 1954, or 
about 25 percent of the currently planned production; a loss of all the 
momentum that has been attained in the build-up of the aircraft 
industry; and the equipping of 104 combat wings in leu of 126 combat 
wings on the desired date; an operational training level, which would 
not permit even the wings in being to be in a satisfactory and safe 
condition, would substantially reduce the possibilities of their carrying 
out their assigned tasks should they be called upon to engage in com- 
bat. A continuation in succeeding years of substantially the same 
level of production for the Air Force would make it impossible to ever 
obtain 143 wings with modern equipment. 


KOREAN WAR 


Senator O’Manonery. May I ask you to go back to the first para- 
graph on page 11, Mr. Secretary. I point out the clause— 
a reduction in mortar fire control equipment to the point where units engaged 
in Korea would not be supplied even with initial equipment. 


Does that mean that this mortar fire control equipment is new 
equipment which has not yet been delivered or used in Korea? 
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Secretary Lovert., That is correct. 

Senator O’Manoney. So that you are talking about a mortar fire 
control equipment which it is planned to supply to units in Korea for 
the first time and that would be unavailable? 

Secretary Loverr. That is correct. 

Senator Fercuson. Is it now in production? 

Secretary Pacr. It is now in production. 

Senator Fercuson. Will all of it be stopped, all the production? 

Secretary Pace. A large portion of it. 

Senator Fercuson. Then why would Korea not come first for that 
that remains? 

Secretary Pace. It would, Senator Ferguson. To go into the 
proposition of this particular item would require me to go into all of 
the alternatives that you are faced with in making this particular 
reduction. Korea does come first. 

Senator Fercuson. But you do point this out as one of the very 
critical things that will be delayed. 

Secretary Pacer. That is correct. 

Secretary Loverr. The total produced in this period of time would 
not be adequate in any event. 

Senator O’Manoney. What is this mortar fire control equipment? 

General Rexper. It is essentially a radar set which has been de- 
veloped to the point where on a relatively slow moving object such as 
a mortar shell it picks it up, traces the trajectory and then by computa- 
tion points back to where that shell came from so that artillery can 
immediately take the mortar under fire. 

Secretary Loverr. It is the enemy artillery shell. 

General Reever. Yes, tracing the enemy’s shell and by the amount 
of trajectory it gets, completing that curve, and at the end of the curve 
of course is the location of the mortar. 

Senator O’Manoney. I asked the question because I have a vivid 
recollection of the chart which was exhibited during the hearings last 
year when the testimony was to the effect that money that was con- 
tained in that bill would be used for the construction and the purchase 
of this type of mortar control equipment. It was explained at that 
time that it would be an item which would enable our forces to detect 
the source of enemy fire and put the enemy guns out of action. 

General Reever. That is right, sir. That is an instance of lead 
time, as well. Those were ordered in June 1950 and the first ones are 
about to come off the line. 

Senator Ferauson. Could we have the amount of money that would 
be used for this item and the amount of money that would be used for 
items to go to Korea if the Smith amendment was not in and then 
what you would be able to use if the Smith amendment is in. 

Secretary Lovett. We can get that for you. 

(The information referred to appears on p. 296.) 


NAVY 


The over-all effect of the expenditure limitation in the Navy would 
be to delay the day on which the Navy will reach a satisfactory readi- 
ness level by about 2 years and to disrupt production lines now in 
operation on many types of combat equipment. 

There are currently under construction in naval shipyards 5 sub- 
marines and 8 mine craft, and conversion of 7 aircraft carriers, 20 
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submarines, 26 amphibious and mine craft, and 12 destroyers. It 
will be necessary to delay the completion of all of these ships. 

Senator *FerGuson. You mean by delay that there would be an 
extension of completion date? 

Secretary Loverr. That is correct. 

Senator Fercuson. Could you furnish for us the approximate date 
they could be completed? 

Secretary Loverr. That will average about 2 years, sir. 

In addition, it will be necessary to disrupt the work of civilian 
contractors both in the field of ship components manufacture and 
contract shipbuilding and conversion leading to delays in ship com- 
pletions ahd additional costs. The disruption of workload in the 
vital naval shipyards will have a serious effect upon the ability of 
those vards to carry out their missions during the national emergency. 

Senator O’Manonry. Let me interrupt at this point. The first 
sentence in that par agraph reads: 

There are currently under construction in naval shipyards 5 submarines and 
8 mine craft, and conversion of 7 aircraft carriers, 20 submarines, 26 amphibious 
and mine craft, and 12 destroyers. 

What is the type of the five submarines and what is the estimated 
cost of each one? 

Secretary Kimpa uv. I will have to get that for you, Mr. Chairman. 

(The information referred to is to be furnished.) 


NUCLEAR SUBMARINE 


Senator O’Manonry. You have a new submarine which is very 
expensive, as I recall. 

Secretary KimBaLu. We have a nuclear submarine. 

Senator O’Manonry. You have a new type of submarine. The 
first one has been completed and my understanding is that it is to 
cost about $40 million to build. 

Secretary Kimpauu. The nuclear submarine will cost about $32 
million. The attack submarine is $18,591,000 million. Radar-picket 
submarine is $22,198,000 million. 

Secretary McNett. I think the chairman is speaking of the 
Trigger submarine. 

Senator O’Manonery. That is right. 

Secretary McNet. That is about $22 million. 

Senator O’Manonry. | was under the impression that there is one 
that is more expensive. 

Secretary Kimpatu. The nuclear submarine is $32 million. 

Senator ‘O’Manoney. All of these items which you mentioned in 
this sentence have been already appropriated for, have they not? 

Secretary Loverr. Yes, sir; and the details can be given in what- 
ever amount you wish, Mr. Chairman. 

Senator O’Manoney. I would like to point out they have not only 
been appropriated for but I want to know if the Nav vy Department is 
of the opinion that they are essential. 

Secretary Krmpatu. Yes, sir, and we can tell you how the comple- 
tion dates are coming and where we will have to cut it. 

Senator O’Manoney. If you had to cut back, would you suspend 
the construction of any of these? 

Secretary Kiwpati. We would have to. 
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Senator O’Manongy. Could it be done without impairment of the 
national defense? 

Secretary Kimpa.u. I think it would be a very serious blow to us. 
We would have to lay off a lot of people in a lot of private yards and 
a lot of our own yards that we would have very great difficulty 
getting back. In some private yards we would have some cancellation 
charges that would be very serious for us. 


EQUIPMENT MANPOWER POLICY 


Secretary Lovett. Mr. Chairman, may I make a point there in 
response to your question? I think that this committee knows per- 
haps as roll as any that the whole doctrine of this country is to 
substitute machinery for men in fighting as well as in our industrial 
life. Now, the most dramatic case of that that I think you can find 
is this Korean war, where we are opposed by 88 Communist divisions 
and we have 18 in the United Nations. The difference is in fire 
power. Fire power replaces manpower. Fire power involves ma- 
chines of all sorts, and machines are in the part of the budget that an 
expenditure limitation would hit us on in 1953. This committee 
also knows that Mr. Churchill was right in his condensed description 
of production. He refers to a 3-year cycle and says in the first year, 
nothing, in the second year, a trickle, and in the third year, a flood. 

Senator Ferauson. What year are we in? 

_ Secretary Loverr. We are just beginning to end the second year, 
sir. 

(Discussion off the record.) 

Senator O’Manonry. May I on the record see whether I can get 
my own mind clear on this matter by referring to this chart. This is 
the chart entitled ‘Based on 3.7 Million Men With Modern Equip- 
ment.’’ There are certain columns marked in red there which are 
to indicate the reductions which will result from section 638. Now, 
as I read this chart, it means to me that the upper portion, the dark 
portion, the heavy portion of each column is intended to show the 
procurement of major equipment. The lower part of each column 
shows the operating expenditures. These operating expenditures will 
run along under this amendment substantially at the level which was 
reached or which is expected to be reached in the third quarter of 
1952, namely, at about $7 billion. The procurement of major equip- 
ment, however, will be cut down, so that if this major equipment for 
which you are planning and for which you have budgeted is regarded 
as the storehouse upon which you can draw for fighting the war in 
Korea, it means, does it not, that the limitation would deprive us of 
the equipment which we might need for that enterprise? 

Secretary Loverr. Yes, Mr. Chairman, and for any other emer- 
gency we should face. I think also it should be said that what we are 
doing currently is living off the surplus World War II retained equip- 
ment. 

Senator O’Manoney. In other words, you have a program for an 
18-month to a 36-month delivery schedule of modern equipment for 
fighting a modern war. To date you have used World War II equip- 
ment for the most part in Korea. If the Korean war continues and the 
limitation amendment has in fact the effect that you describe, then we 
shall be unable to acquire the modern equipment in sufficient quan- 
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tities to enable us to be pene for world-wide eventualities and at the 
same time carry on in Korea 
Secretary Loverr. That is correct, sir. 


CANCELLATION OF DEFENSE PROGRAMS 


Senator SaLronstaLL. Having listened to all this discussion, I 
think there is one thing that is very difficult for me to explain in debate 
and quite difficult to understand. Why is this cancellation necessary? 
Why do these things have to be canceled rather than carried along? I 
think I understand it, but if we have to debate this $6 million, it 1s not 
sufficiently clear yet. 

Senator Fercuson. It is not clear to me and that is the reason I 
asked for the amount that you were going to furnish before and after 
and why you did not give priority to this item like the mortar fire- 
control equipment. 

Mr. Gartock. Starting back here [pointing to chart] we are showing 
expenditures against major items of procurement. Through a large 
part of this period of time we were not getting completed tanks, com- 
pleted airplanes and completed guns. We were starting to produce 
weapons and equipment, and in many cases the initial expenditures 
were incurred in starting the development of a plant. The payments 
during the early quarters shown on the chart represent the beginnings 
of a whole lot of Chiogs. Unless we can spend the money during 1953 
to finish them, we will never get the deliveries. For example, we 
are putting money into about 1,000 new airplanes a month. We are 
starting with this money, but if you cut the money off this year, that 
1,000 will never come out. We do not just spend money at the time 
the airplane is delivered. We spend money from the time the con- 
tract is let, with progress payments being made as work is put in place, 
so that we make the last 5 or 10 percent of the payments when we 
finally get delivery. So all this time, effort and money has gone to 
build up inventories and get the production started. We have now 
reached the point where we are going to get some results. 

Senator Frerauson. I have to ask you this question on this produc- 
tion item. Part of it is for construction of buildings to make airplane 
engines and equipping it with machinery? 

Mr. Firzpatrick. Ro: very little of this money. 

Senator Ferguson. There is money that goes all for that. You 
get that in existence. Then the question is the production you are 
talking about, shall this plant produce 1,000 engines a month or shall 
it produce 1,500? Take the Detroit Tank Arsenal. I have seen that 
schedule and you had scheduled so many tanks. The schedule has 
been reduced, put back and back and back and it is but a dribble now 
of what it was. 

Mr. Frrzpatricx. This represents deliveries that are firm. 

Senator Ferauson. Here are 1,000 engines to come out of this 
factory this next month. Now the question is, to me, would it be 
well to make that 900 or 1,100 and cut back something else. 

Senator O’Manonery. The answer to that is, do you want to equip 
143 wings or do you not? 

Senator Frrauson. That is what we have to determine. 

Secretary Lovert. But you have twice determined it, Senator. 
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Senator Fereuson. We have to determine it even though we have 
determined it twice. It has been cut off. We have to determine it 
again. 

Senator O’Maunonry. Pardon me for interrupting, I do not want 
to testify, but I am just giving my understanding of the matter. If, 
as we have, we have authorized by making appropriations the main- 
tenance and equipment of an armed service of some men and some 
equipment and you have made the commitments to get that equip- 
ment, if we then turn around and say, “We have changed our mind, 
you cannot spend during the next fiscal year more than X dollars,”’ 
is it not inevitable that you must cut back on some of these deliveries? 

Secretary Pace. Not cut back, you have to cancel. There is the 
point. There are two reasons why that is imperative. You are 
always seeking the simple method of why can we not defer this 
situation. There are two reasons. ‘The first is that you have already 
contracted for a certain amount that is to be produced in a given 
year and you have had the money appropriated to pay for it. If 
you eliminate a certain amount of that money, you already have 
that process in being; then you are going, of necessity, to have to 
cut out a certain portion, You cannot just defer it as you can when 
you defer appropriations as opposed to expenditures. There is a 
second factor that is involved and that is in many cases you have 
deferred already, you have built up substantial inventories, you have 
put them in a position where they are moving ahead on a firm basis. 
Now at this particular point, to maintain that inventory over a period 
of time and to continue to defer is, from their point of view, 
uneconomical. 

Senator Fereuson. But is this not true, you are being deferred 
by me. Take the Detroit arsenal. You are not getting the tanks 
out that you anticipated getting out. The production itself is 
determining that. Instead of 1 year, you have to take 2 years to 
get the number of tanks. Is it not true in some of your airplane engine 
plants? 

Secretary Loverr. Those slippages in production have been taken 
into account in making these expenditure estimates. 

Senator Ferauson. They still are not firm. You have not got 
that firm out there yet. You are not producing the number of tanks. 

Secretary Pace. That is an example. There have been slippages 
in the past. The program that is arranged here is a program that 
involves the experience of the past, and represents our judgment as to 
what we will produce during the year 1953 when this expenditure 
limitation applies. Now, you were called away, Senator at the time, 
but the fact is that in this particular area, if you actually move in the 
tank area, you would be reducing your medium tank output, you 
would be able to accept approximately 318 medium tanks instead of the 
planed 3,428. There is no possible area of slippage that can even 
remotely meet that. 

Secretary Loverr. I think another point was brought up while you 
were on the phone, Senator. I stated here that we had authorized 
in the departments a program on the basis of approximately $54 billion, 
which was $2 billion over the expenditure limit given us in 1952. 
This higher level was authorized to prevent the operation of the 
expenditure limitation from tending further to restrict procurement 
activities and allow for possible further slippage which could not be 
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specifically identified at this time. Consequently, the $52 billion 
expenditure estimate already contains all necessary, and perhaps more 
then necessary, allowance for slippage. 

Senator O’Manoney. You allowed $2 billion for slippage. You 
estimated $52 billion expenditure and here is a $6 billion cut under 
that. And that cut you say will result in the cancellation of firme 
contracts for material indicated on this chart. 

Secretary Loverr. Actually, Mr. Chairman, there is no alternative. 
If I can finish this statement, I think there is another point in here 
which makes that clearer. 


o 


NAVY PROCUREMENT 


Finishing with the Navy, about $600 million of naval aircraft, 
engine, and aircraft component deliveries would have to be slowed 
down beyond the period in which they are required to meet naval 
aviation readiness dates. This slow down will cause a reduction in 
the aircraft delivery rate during the 18-month period beginning 
December 1952, resulting in the delay in deliveries of over 500 aircraft 
and causing a further deficiency beyond the 700 aircraft deficiency 
which has been anticipated as of December 1954. 

There will be a proportionate reduction in the procurement of 
urgently needed combat equipment such as tanks, guns, and small 
amphibious landing craft for the outfitting and modernization of the 
Marine Corps. 


MILITARY PREPAREDNESS CUT-BACK 


For all three services, results are so serious as to indicate a possible 
critical blow to military preparedness efforts and the defense of the 
country. Because of the sharp reduction in’ production that would 
be necessary during fiscal 1953, much of the production base so pains- 
takingly attained will be lost through reconversion or disuse, thus 
making it necessary again to spend 1 year to 18 months to get facilities 
back in operation and the raw material and component parts flowing 
to the assembler of end items in case of combat. We would, in effect, 
be cutting off our right arm to save the cost of one sleeve of our coat. 
The immediate effect of the expenditure limitation and the appropria- 
tion reductions made by the House of Representatives wot be to 
raise a serious question as to our ability to maintain troops presently 
deployed in Europe and those engaged in combat in the Far East, for 
the reasons which we previously mentioned. 

Senator Fercuson. Do we understand that to maintain the troops 
in Europe and the ones in the Far East that the budget cut by the 
Smith amendment would not keep them going? 

Secretary Lovert. That is correct, sir. The three services will be 
able to give you the details. 

Senator Frercuson. Is it proposed that a supplemental must come 
in if the war continues? 

Secretary Loverr. If we have to fight; yes, sir. 

Senator SALTONSTALL. In any event? 

Secretary Loverr. In any event; yes, sir. 

Senator Fercuson. But keeping them in a state of readiness, which 
outside of the Air and Navy, is about what we have got in Korea? 
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Secretary Loverr. That is true, Senator, until this period of capital 
investment and purchase of these assets is completed. 


ELIMINATION OF SECTION 638 


* There have been suggestions from some sources that we postpone 
consideration of this problem until next January and, at that time, 
attempt to determine whether or not such a restriction as provided 
. in section 638 should be modified, continued, or abolished. This may 
sound very plausible, but it simply won’t work. If section 638 is 
imposed in July 1952, we must take immediate action in order to be 
able to reduce expenditures during the last two quarters of the fiscal 
year, since little can be done at this late date to reduce expenditures 
during the first two quarters of the year. Consequently, even if it 
were decided to remove the $46 billion ceiling in January 1953, such 
action would be too late to reverse the effect of the cuts imposed 
earlier in the year. We would again be faced with a long process of 
rebuilding our industrial production. We would have the added 
problem that industry would be inclined to question whether or not 
it was worth while to enter into contracts with those whose plans are 
subject to such violent fluctuations. We would lose all of the sense 
of urgency and efficiency that are finally beginning to produce results. 

Senator Tuyr. Would this be a fair question? We know that we 
are going to have a deficit. The revenues are not equal to the pro- 
posed budget. Where would you propose that we make the cut so 
that we would not have deficit spending, because there will be no new 
taxes levied or enacted in this session. Where would you propose 
that the cut be made in order that we could have a balanced budget? 

Secretary Loverr. Senator Thye, I am not familiar with the de- 
tails of the budgets of all the other departments. 

Senator Taye. But you must have a general over-all understand- 
ing of the situation. 

Secretary Lovert. I feel somewhat differently about budget defi- 
cits than the present Congress, I think—— 


FURTHER DISCUSSION ON BUDGET ECONOMY 


Senator Torr. Assuming Congress is determined to balance the 
budget, assuming that, then what is the answer? 

Secretary Lovert. Then there must be cuts, I suppose, across the 
board in some fashion, but it seems to me that the priority of need 
should be the controlling factor. 

Senator Toyz. Where would you suggest that the priorities come 
in and what items? 

Secretary Loverr. I would say that considerations of national 
security should be given priority in this critical time. 

Senator Turse. There are certain reductions that could be made, 
but they would be so minor that they would not effect an economy 
that would permit a balanced budget. 

Senator O’Manoney. A very intensive study of the President’s 
budget made by the Joint Economic Committee led that committee 
to come to the very definite conclusion that without increased taxes 
there would be a very substantial deficit. As a matter of fact, the 
President estimated it to be $14 Lillion. He asked for taxes to meet 
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that $14 billion: That was on the administrative budget, of course; 
now on the cash budget, by which is meant the system which utilizes 
the receipts that come into the Federal Treasury from every source, 
including trust funds, it was estimated after very close study that the 
deficit on the President’s budget will be about $10 billion. 

We came to the conclusion that to absorb that $10 billion it would 
be necessary not only to cut all along the line in all departments 
and agencies of the Government but to cut in the Military Depart- 
ment, too, because the appropriations for the ordinary activities of 
Government, appropriations which have no war connection, are not 
sufficient to make up the $10 billion, As a matter of fact, my recol- 
lection is that the total estimated is about $9,900,000,000, so that if 
every non-war-connected expenditure were taken out, there still would 
be a deficit. 

That came to the rather unfortunate conclusion that the heaviest 
cut would have to be made in the military, assuming that we could not 
carry a deficit and assuming that a deficit would be more dangerous 
to the economy than delay in preparation. 


COMPARISON WITH RUSSIAN MILITARY PROGRAM 


But on the other hand, and this to me is the great dilemma, we 
know from the evidence that has been presented to us over and over 
again that while we have made an absolute gain in preparedness, we 
are far better off militarily speaking now than we were when the 
Korean war began. We have a larger army, better prepared; we have 
more equipment; we have larger Navy in active service; we have a 
larger Air Force. Nevertheless, the evidence we have indicates that 
the Russians are outbuilding us. We are falling behind relatively 
speaking in the arms race. Do you shake your heads on that affirm- 
tively or negatively? I think it is important that we know. 

Senator Ferguson. Yes; it is important that we know whether 
they are or not. 

Secretary Loverr. It is a matter of judgment. Of course they 
have had a 3-year head start and they have kept at it. 

Senator O’Manoney. Of course that is what is disturbing me about 
this. If we cut back our deliveries, we will be giving them another 
head start. 

Secretary Loverr. Mr. Chairman, I think in the area of jets we 
are beginning to overtake them in production. 

Secretary Pak beret. It is a very big question. I am wondering 
if I could not develop that so far as the Russian Air Force and the 
United States Air Force is concerned when it comes to my presentation. 

Senator O’Mauonery. We will be glad to have you do it. I made 
the comment only because Senator Thye was opening that subject. 

Senator Ture. Is there a possibility of getting an answer to the 
question, Where can we make the reduction? We must have a bal- 
anced budget, and there cannot be new taxes because the tax com- 
mittee has not worked on new tax legislation. 

Senator O’Manoney. Senator Thye, that was the reason why we 
wanted to plan this hearing in the fashion which I outlined in the 
beginning, namely, that the Secretary would describe to us in the first 
instance their judgment as to the effect of the limitation and then we 
would ask the Joint Chiefs of Staff to tell us about the integration of 
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the military forces so that we would ask them where the deduction 
could be made. 

Senator Tuyr. Then my question is put too worldly, is that the 
answer? 

Secretary Pace. I certainly would like to speak at least to one point 
in there, if I might. 


BUDGET CUT DISCUSSED 


Senator Ferauson. Could I put as a preface to his question that it 
appears to me that when you went to the President, the President said 
you could have so much funds, therefore you had to cut. Now, sup- 
pose Congress says, ‘““‘We are going to have a balanced budget. We 
think that the safety and security of America and her preparedness 

rogram must be within what we can pay. Therefore, a balanced 
budget.” The Senator from Minnesota asks you, where can we cut? 
That is the question and we are going to face it, I think. We are 
oing to face it on a rider on some bill to reduce all appropriations and 
et the military and the others place them where they want to within 
a balanced budget. That is what he is asking, as I understand it. 

Senator O’Manoney. That is the basic question, of course. 

Senator Tuyr. We have heard it mentioned in the press and we 
have heard everyone speak about it and they say there will be a cut, 
there must be a cut, and knowing the attitude of the taxpayer, know- 
ing the attitude of Congress, knowing my own attitude, I ask the 
question, Where can the cut be made, where can we make the economy 
in order that we may live within the anticipated revenue? 

Secretary Loverr. The Department of Defense, the three military 
departments and the Office of the Secretary have cut as hard as they 
could in areas which they felt would do the least harm. Now any 
further cuts will come out of the bone and sinew of our Military 
Establishment. As the chairman has said, we face a national dilemma 
here; I am aware of that, but I think the most we can do is to make 
available to the Congress all the information we can as to where, and 
how much. It seems to me that the choice between national-security 
needs and balancing the budget is the responsibility of the Congress 
and a very heavy one. 

Senator Fercuson. Before we make that decision, Mr. Lovett, we 
must have what safety and security we can buy with the dollars of a 
balanced budget, because otherwise we are going to have your testi- 
mony that it just cannot be done and then if we do it, what is going 
to happen? 1 think we have to know, if we say it must be done, how 
can you do it?) Then we will know what we are buying. 

Secretary Loverr. Senator Ferguson, if you have less funds avail- 
able for military appropriations than are covered in this budget, then 
you have to consider: Are you going to have less than 3,700,000 men? 
Are you going to have less than 143 wings? Are you going to have 
less than 10,000 operational aircraft, and what do you do? In other 
words, what is the net effect on national security? 

Senator Ferauson. We are asking you what you would give up 
first, what you say in order of priority would be what you would recom- 
mend within a balanced budget. 

Secretary Lovurt. I have testified earlier—and the Joint Chiefs of 
Staff will be available to you for their views—that the current requests 
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from a military point of view, give this country in the present circum- 
stances inadequate national security. We have taken a maximum 
calculated risk. I think the circumstances in the world today make 
that apparent. 

Senator Fmrcuson. You have done that because the President has 
limited the amount of money you can ask for. Suppose we say a 
further reduction can be made, what are the things that you will give 
us? 

Secretary Loverr. We will have to then make it perfectly clear 
that the Congress was not getting what it has asked for, that it was 
not getting a deterrent force or a mobilization base or a combat readi- 
ness which they have heretofore aimed at in the past 2 years. 

Senator Ferecuson. That is right, and we are not getting what you 
recommended to the President as being a proper security force. 


RUSSIAN MILITARY BUDGET 


» Secretary Loverr. That is right, and that judgment would have to 
be taken in the face of the fact that the current Russian budget of 
$28.5 billion, which does not include all the elements which are in our 
military budget, is the largest since World War II. They go into 
the largest. budget, in addition to already having a 3-year head start 
on us, while we reduce, that confronts us with a very difficult situation. 

Senator Fercuson. The President has made the same decision 
already. He has made it in the face of what you are telling us, that 
we should not be prepared as you have recommended. Now, Con- 
gress can say the same thing, and may. 

Secretary Pace. I would like to say clearly it is the issue that faces 
Congress today. There are a number of things that I think need to 
be very clearly said and very clearly understood. One is that it is 
fairly clear that with the build-up that has already been granted under 
the plans and programs of the executive branch and the President, 
the reductions that you make at this point cost you on an order of 
something like two to one or three to one because you have reached 
a point of build-up at which a cut-back is extremely expensive. 

It is likewise true that substantéal cut-backs in terms particularly 
of expenditures, likewise in terms of appropriation, mean to a certain 
extent the same, in terms of, say, building a watch which you have 
decided to build and have not allowed for the completion of the main- 
spring so that the watch cannot become a completely integrated 
operation. You cannot go back and start all over again. You have 
the extreme difficulty of analyzing what you have done here and what 
you are able to reduce. 

Of course the Secretary of Defense and the executive branch would 
have to make a decision if the Congress decided that the budget was 
to be balanced. I assume in speaking of a balanced budget you mean 
a balanced budget from an appropriations point of view. If that 
were true, that would be one determination. If it were from an 
expenditure point of view, it would mean another determination. 
But I certainly think at this particular point in our growth and 
development, in speaking particularly from the Army’s point of view, 
the decision at this particular point that you would substantially 
reduce the Army budget would cripple us not only in terms of our 
build-up to provide us-with the kind of strength that would permit 











232 DEPARTMENT OF DEFENSE APPROPRIATIONS, 1953 


us to go forward, it would likewise cripple us in terms of our capacity 
to do things that are clearly likely to be immediately before us. 


KOREAN WAR BUDGET 


Now, in terms of Korea, let me point out that we have currently 
before us a supplemental budget which would cover our activities in 
1952 in Korea. The expenditure limitation which is currently placed 
upon us would not only prohibit our getting the things that we 
anticipated to use to replace our reserves under our 1953 appropria- 
tions, it would mean that the supplemental, if one were given us, would 
be meaningless because there could be no expenditure to support 
the supplemental. 

In other words, the total planned build-up from our point of view 
would be rendered over a period of time largely meaningless in terms 
of our capacity to perform at this particular point. 

I think certainly you two gentlemen ought to speak for the Navy 
and Air Force point of view, if you feel as I do. 

Secretary Krusauu. I could not say any more to support what 
Secretary Pace says because I feel so strongly that this expenditure 
limitation that you are putting on us is going to cost us about three 
or four dollars for every dollar we cut out, the accumulative effect in 
that last 6 months period when we have to cut the expenditures. It is 
not just a matter of saying we are going to buy some airplanes. We 
have already bought a good part of those airplanes. We are going to 
have a great many unfinished products that we are going to have to 
pay substantially the full price for that we are not going to be able 
to take. So this cut-back of 25 percent of our deliveries is going to 
affect the end-item delivery of about 50 percent of what our procure- 
ment is for this year. 

Senator Taye. Then, Mr. Chairman, is it the recommendation of 
the Secretaries of the Armed Forces that we have a deficit? 


BUDGET DEFICIT 


Senator O’Manonry. Let me say, Senator Thye, that when Mr. 
Wilson, then head of the Office of Defense Mobilization, appeared 
before the Joint Economic Committee, I asked him that specific 
question as to whether or not on the basis of the defense mobilization 
which he had planned and on which he was reporting, it would be 
inevitable that we have a deficit. I asked him, ‘would you cut back 
the mobilization, the preparedness or would you take the deficit?” He 
said without hesitation, “I would choose the deficit.”” But the 
trouble with that is that nobody can tell how long we would have to 
operate under deficits. We could carry a deficit no doubt for some 
years without any serious trouble, but when you consider the size of 
the national debt and the inability to determine when this period of 
preparedness will come to an end, you are faced with this terrific 
dilemma, which the Congress must decide. 

The difference between the decision of the President and ours is this: 
The President said, ‘‘We will send down this budget for military ex- 
ee but we will balance the budget by increased taxes.” The 

ays and Means Committee said, ‘No, we will not have any taxes and 
there is no possibility of getting any taxes,’ so we have to decide 








0 a a ee a ee a a ee Ce 





DEPARTMENT OF DEFENSE APPROPRIATIONS, 1953 233 


whether we are going to have this preparedness program and the deficit 
or whether we are going to avoid the deficit by cutting back. There- 
fore, the decision will be made by the Congress where to cut. 

Senator SattonsTaui. May I ask the Secretary two questions before 
we lose him on this general subject? 

Senator O’Manoney. Yes, of course. 

Senator Tuy. Mr. Chairman, there are a few gentlemen here who 
would like to answer my question. 

Secretary Lovett. If it is appropriate, I would like to answer 
Senator Thye, and my colleagues would too, I think. 

I see no virtue, to be quite frank about this, Senator Thye, in the 
sanctity of a bookkeeping figure as compared with the risks run on 
the national security. It would certainly be a questionable saving to 
cut the defense program below the requirements for our national 
safety. The budget before you already involves a number of calculated 
risks. If you put the question to me, would I rather have this mini- 
mum order of national security or a moderate budgetary deficit, which 
is what we are talking about, I would take the mod deficit every 
time at this stage of international tensions. 

Senator Frrauson. Do you figure that $14 billion is not a serious 
matter with the country? ; 

Secretary Loverr. I think it is. 

Senator Ferauson. And we have to compare it with the seriousness 
of preparedness. 

Secretary Loverr. Senator Ferguson, both of these matters are 
very, very serious. Otherwise we would not be in this dilemma. 

Senator Fercuson. I understand that Senator George has indi- 
cated that the revenues are not going to be increased to give us even 
the $71 billion, so that if we do not cut back, we are going to face 
even a larger deficit than $14.5 billion. 

Secretary Loverr. That may be true, Senator Ferguson. I am 
in the position of the fellow who is held up by a highwayman. It is 
my money or my life, and he can have my money, as far as I am 
concerned. 

Senator Fercuson. Then you say there is nothing to it, that we 
must do this. Congress, though, is going to determine whether or 
not it is the life of this Nation either way, either by not buying arms 
or by not taxing the people. 

Secretary Loverr. That is the dilemma which we share, Senator 
Ferguson. It is a matter of individual opinion or conviction. As 
far as I am concerned, these military budgets represent by and large 
the minimum this country should have in the present state of world 
turmoil. If necessary to obtain these, I would support on my back, 
as a nation, a budget deficit rather than keep my back bare toward 
the enemy. 

Senator Ferauson. I can share part of your views about the mili- 
tary equipment, but I think there are an awful lot of other things that 
are less essential and I think we in Congress, by not having one bill 
before us, are going to have to take a real look and probably cut out 
a lot of functions to get guns. Now you are telling us how important 
a gun is. Now I want other people to tell us how important it is to 
have 1,480 people running around the country enforcing the Walsh- 
Healey Act. Now we get down to that kind of question. 
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Senator O’Manonry. It is a question of guns and butter for the 
Government and for the people, too. Now, I am going to ask Senator 
Thye, Have you gotten your answer? 

Senator Toye. Secretary Lovett definitely answered according to 
his convictions. Perhaps Secretary Pace would care to comment. 
I know that Secretary Finletter at the time wanted to answer my 
question. 

Secretary Pace. I think it is critical that we speak to this point 
because this is the issue that faces the Congress. You are entitled 
to our judgment, good, bad, and indifferent. 

Senator Taye. If this bill comes out and shows a deficit in our 
revenues and expenditures you can just anticipate on the Senate floor 
amendments that will reduce it, and I am only trying in some manner 
to make a record complete so that when that time comes we will not 
be standing there trying to put our words against somebody else’s 
words. 

Secretary Pace. And very wisely so, if I may say so. May I say 
this, if it is a choice between making the reductions in the order that 
we are discussing here in the Military Establishment and balancing 
the budget, 1 unequivocally think you cannot afford to make this type 
of reduction. As has been pointed out earlier, one, it is the sort of 
thing that is bad economy, you are costing yourself two for one and 
three for one in the state of present build-up. Secondly, as Secretary 
Lovett pointed out and as Senator O’ Mahoney pointed out earlier, in 
many instances if you had retained the old system of contracting 
authority as opposed to requiring appropriations for long-term con- 
tracts, you would not today be faced with the same kind of fiscal 

roblem as you are faced with in terms of seeking to balance the 
Pudget, because you would have an infinitely toner and more in- 
telligent solution of your problem. 

Thirdly, I am satisfied that what we are seeking here is a minimum 
national defense. There seems to be some belief that there is some 
cheap way to provide national defense. That just is not true. If 
you are going to make expenditures of a cheap nature, you are not 
going to get the kind of defense you need. 

Senator O’Maunoney. Mr. Secretary, 1 must interrupt you there 
because all of this discussion has been carried on on the basis of an 
expenditure budget. So the contract authority does not have any 
effect at all. 

Secretary Pace. That is correct. If you are talking about an 
expenditure budget, that is correct. If you are talking about an 
appropriations budget, it would have a compelling effect. _ 

The final point that I make is this, that we are inhibiting by the 
particular action here our capacity to really carry on sustained 
combat in Korea if that becomes necessary. In the event such an 
action took place, I am sure that action would immediately be taken 
to try to implement our capacity to sustain our activity in Korea. 
To do so at that time rather than at this time would upset our orderly 
process, would be a more expensive process and would ultimately be 
in my estimation a far less satisfactory process. oa aes] 

My own strong belief is that in this particular area, if it is a choice 
between substantial reduction of this budget, particularly- on the 
expenditure basis where we are recuverating what has already been 
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spent in terms of stock, I definitely and unqualifiedly would feel that 
we should undertake a deficit. 

Senator O’Manonry. The Secretary has an appointment at | 
o’clock, so I think we might accommodate him by permitting him 
now to finish his prepared statement, unless Senator Saltonstall has 
some question he would like to ask. 

Senator SavronsPra. I will wait until the Secretary is through. 
I have two questions. 

Senator O’Manonery. We will postpone Secretary Finletter’s re- 
sponse to Senator Thye. 


CEILING ON EXPENDITURES 


Secretary Loverr. Finally in my opinion, an attempt to avply a 
ceiling on expenditures arising out of past contracts is adminis- 
tratively impossible. The only way that I can see that such a 
limitation could be honestly carried out would be to demobilize a 
substantial part of our Armed Forces. With great respect, I urge 
most strongly that no such disastrous course of action be forced on 
this country. 

The Secretaries of the three military departments are here with 
me and are prepared to elaborate on the effects of a restriction such 
as contained in section 638 upon their individual departments. 

In order to get a preliminary assessment of the probable results 
of the application of section 638, a bench-mark limitation was as- 
signed to each of the military departments. There wis not time to 
reconstruct a complete plan. Therefore, | would like to emphasize 
that, in the administration of such limitation as provided in section 
638, the allocation to individual departments might be varied within 
minor amounts but not large enough to’ change substantially the 
problem confronting this committee. 

In conclusion I want to again advise this committee that in my 
opinion the fiscal year 1953 budget now before the Congress, and the 
$52 billion of expenditures in fiseal 1953 are close to—and maybe 
below—the danger level of military security at this time. Therefore, 
I respectfully request the deletion of section 638 of H. R. 7391 in the 
interest of national security. 

Senator O’Manonry. The Comptroller in his letter pointed out the 

very significant fact that under the language— 
The Secretary of Defense, if he so desired, could reduce disbursements in one 
department by allocating the greater portion of the $46 billion to the other two. 
In other words, the amendment without qualification would enable 
the Secretary of Defense to distribute the expenditures in any way 
that he chose to do so, would it not? : 

Secretary Loverr. Yes, sir. 

Senator Frereuson. Your statement indicates that when you say 
this item would be put back and this other item would be put back; 
= Lovett. Yes, sir; | think the Comptroller is correct on 
that. 

Mr. Chairman, may I offer for the record a letter from the Admin- 
istrator of the Defense Production Agency here, calling attention to 
the grave concern which he feels as to the effects of this expenditure 
limitation? 
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Senator O’Manoney. We shall be very glad to have that. 


This is the letter of Mr. Manly Fleischmann addressed to you 
under date of April 29. 


Secretary Loverr. It was received yesterday. 
(The letter referred to follows:) 


DEFENSE PRopuUCTION ADMINISTRATION, 
OrFicE OF ADMINISTRATOR, 
Washington, D. C., April 29, 1982. 
The honorable the Secretary OF DEFENSE, 
Washington, D. C. 


Dear Mr. Secretary: I am deeply concerned, as I know you are, about the 
tontemplated reduction of military appropriations below the President’s request, 
and even more concerned about the proposal originating in the House of Repre- 
sentatives to place a ceiling on actual expenditures (as distinguished from obliga- 
tions) by the Defense Department during fiscal 1953. 

This Nation is not even at the halfway mark in our great program for reestabl- 
lishing our military defenses, so vital to national security. e are on the eve of 
mass production of guns, planes, and tanks and the coming fiscal year will 
certainly see an we of weapons badly needed today in Korea, Western Europe 
and at home, which will equal or exceed the established delivery schedules in 
most cases. In other words, after 2 years of preparation, fiscal 1953 will surely 
be the first year of visible and substantial accomplishment in the field of munitions 
production. Because of this fact, the Defense Department will certainly require 
funds from earlier fiscal years to finance the increased output, and a limitation 
on expenditures will necessarily act as a brake on military production just when 
it is most sorely needed from a security standpoint. 

During the past few months the material situation has become easier. On the 
basis of currently projected military programs the requirements of steel, copper, 
and aluminum in the third and fourth quarters of this year will continue at 
approximately the second-quarter levels. Thereafter, declines in requirements 
are anticipated varying in degree for each of the controlled materials. At the 
same time, increases in supplies of steel and aluminum will result from our ex- 
pansion programs. This is particularly true of aluminum, in the absence of any 
power shortages in the Northwest this fall and winter. Even with respect to 
copper, at currently projected military rates of consumption adequate, although 
not plentiful, supplies of this material will be available for the rest of the economy, 
barring any unforeseen drop in supply. Projected military demands for con- 
trolled materials over the next year will not, therefore, prevent the attainment 
of maximum military production and will even permit high levels of output in 
other areas of the economy, including the production of consumer durable goods. 

Varying degrees of shortages will exist for particular shapes and forms among 
the controlled materials and in various other materials, such as the ferro-alloys. 
But, on the whole, these problems are being faced now and, in my judgment, 
will be met without severe hardship to the economy. 

Our efforts since Korea to complete the tooling up for an accelerated output 
of military end items have also been successful. History shows that in a mass- 
producing economy such as ours a long period of time is required to prepare for 
a large volume output of the complicated weapons of defense. During the first 
year of any mobilization period end-item output is negligible. In this period, 
pipelines are being filled, machinery is put in place, and technical problems are 
in the process of resolution. During the second year of a mobilization the organ- 
ization of men, materials, and machinery begins to produce a comparatively 
small volume of munitions. But in the third year, if the tooling-up process has 
been done well, the machinery in place can turn out a large volume of the weapons 
needed for our defense. We are thus at the present time at the point where we 
can anticipate in the near future the production in volume of military end items. 
There are technical problems yet to be solved. As you well know, a number of 
important design problems exist in military end items. There are still problems 
in machine tools and related equipment to be settled. But our ability to meet 
currently projected military schedules will not be restrained because of these 
technical matters. 

It is clear, for these reasons, that no reduction of military appropriations below 
the levels requested by the President in his budget message to the Congress or 
limitation on military expenditures can be justifiably founded upon material, 
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component, or facility deficiencies. Nor will the material, component, and fa- 
cility requirements in the coming year for the currently projected military pro- 
grams seriously restrict production in the rest of the economy. I believe the 
action proposed by the House of Representatives will gravely impede the Nation’s 
security program, and I would appreciate your placing my views before the proper 
committees of the Congress. 
Very truly yours, 
MANLY FLEISCHMANN, Administrator. 


LEGAL QUESTIONS ON MILITARY BUDGET 


Senator O’Maunonery. There were some other questions in the 
letter of Mr. Warren (pp. 218-219) to which I think perhaps some 
comment ought to be made. 

Senator Sauronsta.u. I think, Mr. Chairman, the questions that 
Mr. Warren advances on page 2 of his letter Nos. 1 to 4, are very 
fundamental, that if this is going to be done, those questions have to 
be cleared up. 

Senator O’Manonry. I think we ought to have specific answers 
from the Department of Defense to these questions listed by Mr. 
Warren on page 2.  [Reading:] 

(1) Are advances of cash to contractors in 1952 for materials to be delivered 
in 1953 a part of the $46 billion limitation? 

Secretary Loverr. We do not know, sir. 

Secretary McNeiu. That would be a legal interpretation. 

Senator O’Manonry. My own judgment is they would not because 
this covers expenditures in 1953, and if the expenditures were made in 
1952 by way of advance, it has already been made and is not part of 
the $46 billion. That would be my judgment. But I think we have 
to have it officially answered. 

Secretary McNem. As I read that, sir, it was a question he was 
posing for himself, and he would have to answer that question ulti- 
mately. 

Senator O’Manone¥. No, (2) is: 


Are payments made during 1953 from lapsed appropriations and appropria- 
tions for judgments a part of the $46,000,000,000 limitation? 


I confess, Mr. McNeil, I do not understand what he means by 
“payments from lapsed appropriations.” 

Secretary McNuiu. There is a basic statute of the Government 
which provides that claims submitted against the Government subse- 
quent to the expiration of the period for which the funds are available 
for expenditure, may nevertheless be certified for payment by the 
Comptroller General. The Treasury then can pay them from such 
lapsed funds. 

4 Senator O’Manoney. That is a General Accounting Office proce- 
ure. 

Secretary McNet.. Yes, sir. 

Secretary Loverr. These questions, Mr. Chairman, I think the 
Comptroller General makes clear, are questions that he proposes 
ultimately to answer. 

Senator O’Manoney. I think that is true. 

Secretary Loverr. (reading): 


In the limited time available I cannot give an opinion on these questions. 
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Senator O’Manoney. The third is: 


Are payments made during 1953, for administrative expenses, from counterpart 
funds a part of the $46,000,000,000 limitation? 

(4) Who will administer the disbursement limitation of $46,000,000,000? I 
have assumed that if the limitation applies only to the Department of Defense 
that it will be administered by the Secretary of Defense. 

Of course there is no provision in the amendment for that purpose 
but I think you would be the fiscal dictator of the Department of 
Defense, Mr. Lovett. 

Senator SaLTonsTAaLL. May I ask one question before we break up? 

Senator O’Maunoney. Certainly. 


RECOMMENDED BUDGET 


Senator SatTonsTa.L. Mr. Lovett, what your testimony boils down 
to is this, does it not, that as Secretary of Defense with your three 
colleagues you believe that this $52 billion expenditure is the lowest 
calculated risk that we can take and, if anything, if Congress goes 
below, the Congress is really taking the responsibility and you have 
done your best to show that the $52 billion is right? 

Secretary Lovert. Yes; I am speaking, of course, on the expenditure 
limitation in 1953. 

Senator SaALTONSTALL. That is correct. The other question I have 
to ask is, as I listened to all your testimony: Assume that we wanted 
to make a further cut, what you tell us we must do to do it economically 
and efficiently if we are going to do it, is to cut, we will say, $6 billion 
off the appropriation and not to cut $6 billion off the expenditures? 

Secretary Loverr. I would not advise, Senator Saltonstall, that 
you cut $6 billion or anything approximating it, but I do say that if the 
Congress feels it necessary, and feels that the risk involved in the 
reduction of sums made available in appropriations has to be done, 
then the proper way to do it is through appropriations and not through 
an expenditure ceiling. eo 

Senator SALTONSTALL. And you advocate that it is better to run an 
unbalanced budget in the fiscal year 1953 and to cut appropriations 
for future capital expenditures, that is what it amounts to? 

Secretary Loverr. That is right. 

Senator SALTONSTALL. Rather than to limit the expenditures in 
1953 because the money that is coming out of the appropriations of 
1953 to be spent in 1953 is for the operation and maintenance of the 
armed services? 

Secretary Lovett. That is right. 


PREPARED STATEMENT 


Senator O’Manonry. Mr. Secretary, in order that your statement 
may be available to those who read the record as a whole, if there is no 
objection, I will ask that it be printed as a whole and that your testi- 
mony with the interruptions and the interrogatories and responses be 
also printed, so that in one sense we will have your testimony printed 
twice. But I think it is valuable for those who may want to read the 
record to read it as a whole. 

Secretary Lovetr. Thank you, sir. 

(The statement referred to follows:) 
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STATEMENT BY THE SECRETARY OF DEFENSE 


Mr. Chairman and members of the committee, I am glad to have the opportunity 
to appear before this group to discuss with you certain aspects of the fiscal year 
1953 Department of Defense appropriation bill. There are a considerable number 
of items on which the Department has submitted requests for reconsideration. 
Deputy Secretary Foster, Assistant Secretary McNeil, the Secretaries of the three 
inilitary departments and other witnesses are available to discuss each of these 
items with you in whatever detail you find desirable. 

In accordance with our understanding with the chairman of this committee, I 
am addressing my remarks this morning solely to section 638 of H. R. 7391, which, 
if enacted into law, would have the effect of limiting expenditures of the Depart- 
ment of Defense during fiscal year 1953 to $46 billion. 

In order to evaluate this provision, it is necessary to go back to September 
1950. At that time the Department of Defense was increasing its military forces 
from a million and a half men that were on active service in June 1950 when the 
war broke out in Korea toward a goal of about two and a half million, and was 
attempting to lift up the level of military production from the low level reached in 
June 1950 to a more acceptable rate. The men needed for the immediate filling 
out of the active units were secured very largely by the calling up of Reserves, 
including National Guard men, and the placing of calls for men with the Selective 
Service System. The Reserves were, with little additional training, immediately 
incorporated into active units and many of them committed to combat. Selectees, 
after a few months’ training, were also incorporated into active units engaged in 
combat. While the recall of Reserve personnel got us over the immediate need 
for more men, but at the price of certain injustices, there was no such ready answer 
for the second part of the problem which was to increase the level of military 
production. We had no “reserves” of manufacturing capacity that could imme- 
diately be called upon to produce completed tanks, airplanes, and ammunition and 
the thousands of other items in the large quantities needed by the expanding 
forces. 

As a first step in this direction, the Congress had provided a supplemental 
budget in the amount of $11.7 billion during September 1950 and the Department 
of Defense prepared and submitted a second supplemental budget request in late 
November to provide for more forces and to increase the production of military 
equipment. General Marshall and I appeared before this committee in early 
December 1950 in support of that supplemental budget in the amount of approxi- 
mately $17 billion. As I recall, discussion with your committee centered around 
whether or not the Department of Defense was expanding our military production 
and military forces as rapidly as the world situation required. General Marshall 
stated emphatically that we must plan a program that could be continued for as 
long as might be necessary and that we must avoid the past feast and famine 
patterns of military production. 

The National Security Council continued review of the world situation and the 
military requirements, and, as a result, it was decided that, in lieu of concentrating 
on maximum output of current designs of end items, more effort would be put 
into the establishment of an industrial base for military production which would 
be capable of rapid expansion should a worsening world situation require such 
action. We started to create an organized reserve of industrial productivity 
comparable to our reserve of men. In appearing before the committees of Con- 
gress in the first 6 months of 1951, we dwelled at length on this program, and I 
believe that the actions of the Congress on our supplementary budget request 
submitted in April 1951 and in voting the fiscal year 1952 regular appropriation 
request in September 1951 showed that they understood and approved the pro- 
gram as outlined. As a matter of fact, you will recall that this committee added 
$5 billion to our request and that the Congress, in final passage of the bill, made 
$1 billion of this amount available for additional aircraft procurement. During 
the time since January 1951, this program has been clarified and financed by 
appropriations to provide for the following main objectives: 

(1) To carry on against the aggressor in Korea; 

(2) Mobilize fresh troops to replace those who are demobilized through rotation ; 

(3) Develop an expandible mobilization base ; 

(4) Guard against upsetting our civilian economy; and 

(5) Cope with the very real psychological temptation to be lulled by phony 
peace propaganda into slackening our present pace or even abandoning the whole 
enterprise. 


94846—52——-16 











240 DEPARTMENT OF DEFENSE APPROPRIATIONS, 1953 


With this background, we prepared the military program and budget for fiscal 
year 1953, incorporating in it a carefully schedui ogram for developing and 
introducing new and more effective weapons. As [ indicated to you when I 
appeared before this committee in February 1952, I recommended a budget of 
$55 billion for new obligational authority. After consideration of all the aspects 
of the problem, the President indicated that $52 billion was the maximum that 
could be included for the Department of Defense in the budget for fiscal year 
1953. Wi.h respect to this reduction, I have previously advised this committee 
that I thought that it represented a thinning out of our defense effort below the 
point considered militarily desirable. 

Subsequent to the passage of the appropriation act. by the House of Repre- 
sentatives, we have reconsidered the international situation, on the basis of the 
best information available, and have reviewed the military plans to see if there 
was any basis for further lengthening the period of build-up or reducing the total 
forces proposed. However, I must advise you that as a result of these recon- 
siderations of the situation, we feel that the military program as recommended 
to the Congress by the President is the minimum “fire insurance’’ that this 
country can safely carry at this time. In fact, I think it may be below the safe 
level. We find nothing to indicate that the Communist countries led by Russia 
have in any way changed their objective of world domination. 

With respect to the problem of expenditures during fiscal year 1953 to which 
section 638 of H. R. 7391 is directed, the military departments originally estimated 
that to secure all of the material and equipment that they believed desirable from 
a military point of view within the compressed period of time, would have resulted 
in expenditures of between $65 and $70 billion during fiscal year 1953. These 
expenditures would have been primarily from funds previously appropriated. 
After considering all the pertinent facts, the President directed that expenditures 
for the Department of Defense and military aid should be held to “less than $60 
billion.” 

As I advised the committee in February, it has been the program of the Depart- 
ment of Defense to secure a minimum of $52 billion worth of goods and services 
during fiscal year 1953. To insure that these goals would be achieved and at the 
same time not substantially exceeded, there was issued to the military depart- 
ments on January 10, 1952, a directive which established quarterly expenditure 
ceilings for the 18 months from January 1, 1952, to June 30, 1953. hese amounts 
became both goals and limitations. For the 12 months of fiscal year 1953 these 
amounts were set to exceed our estimate of $52 billion expenditures by approxi- 
mately $2 billion. This was done for the express purpose of setting goals high 
enough to allow for unavoidable slippages due to unforeseen and uncontrollable 
situations. It was at the same time directed that in case all of the goals were 
achieved, adjustments would have to be made to stay within the $52 billion maxi- 
mum. On the basis of the latest estimate, it appears that the Department of 
Defense program as now outlined will result in expenditures of $52 billion in fiscal 
year 1953. Consequently, when we consider the $46 billion limitation figure in- 
cluded in section 638, we are confronted with a reduction of at least $6 billion from 
a solid program. 

During the past year, many committees of this Congress have investigated and 
reviewed the mobilization program. I think this is both wise and helpful as 
many beneficial suggestions have been derived from the committee reports. Some 
of these reports indicated that the Department of Defense was not building up 
our military potential fast enough or high enough; while others indicated that 
within the operations of the Department of Defense, substantial savings could be 
made by better utilization of matériel or manpower and by the elimination of 
wasteful practices. With respect to the comments on the size of the Armed 
Forces, we have, in the fiseal year 1953 program as presented to the Congress, 
presented a program for a larger force with greater emphasis on air power than 
that provided for in the fiscal year 1952 budget. 

With respect to the recommendations concerning increased efficiencies and 
economies, the Department has been striving to secure more defense for each 
dollar of the taxpayer’s funds that we spend. This is not an easy job, and it is 
not one than can be obtained by Executive order or legislative fiat. It can only 
be obtained by day-to-day efforts of a large number of men in both the executive 
and legislative branches who are unwilling to accept anything but the best ad- 
ministrative practices. Finally, it cannot be obtained simply by legislating an 
expenditure limitation. On behalf of all of the responsible officials of the Depart- 
ment of Defense, both military and civilian, I want to assure you that we will con- 
tinue our efforts to eliminate waste and inefficiency. 
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While the Secretaries of each of the military departments will provide you with 
specific statements as to the effects of section of H. R. 7391 on each depart- 
ment, I would like to summarize the effect of the section in a general way. You 
will recall that during the past year and a half we have had many discussions about 
the time that elapses from the placing of an order to the delivery of the first com- 
pleted item. This is called lead-time, and it is long because the end-items of 
military equipment have become increasingly complex. As we have advised the 
committee on frequent occasions, there is very little that can be done to shorten 
substantially these lead-time periods. I must now emphasize that any time that 
the Department of Defense makes a substantial change in the direction or rate of 
build-up of military production, this same factor of lead-time must be allowed for. 
By this I mean that the funds the Department of Defense will spend during the 
first 6 months of fiscal year 1953 are at this time committed practically beyond 
recall or major revision. Most of the obligational authority granted in previous 
years and the current year has been translated into firm contracts. Therefore, 
any change that is to be made from an estimated expenditure of approximately 
$52 billion in fiscal year 1953 to the amount set forth by section 638 means that 
almost the total amount must be saved during the second half of the fiscal year, 
with the major part of it being saved in the fourth quarter. 

I would like to review with you the source of the funds the Department of 
Defense proposes to spend in 1953. This is important because it is one of the 
major factors which severely limits our ability to make changes of the magnitude 
required if the proposed section 638 is enacted into law. On the chart that we 
have here we have indicated the amount of money available, appropriated, or 
requested since July 1, 1950. These figures include amounts carried over from 
1950 and prior years, 48.2 billions of dollars appropriated for 1951, 60.9 billions 
of dollars appropriated for 1952, including deficiency requests of 1.5 billions of 
dollars now pending before the appropriation committees, and the President’s 
budget figure of 52.1 billions of dollars for 1953. We have indicated the amount 
spent or proposed to be spent from appropriated funds during each of the fiscal 
years; for 1951 this amounted to 20.2 billions of dollars; for 1952, 39 billions of 
dollars; and an estimated 52 billions of dollars for 1953. 

You will notice that of the approximately $20 billion spent in fiscal year 1951, 
$5 billion was derived from 1950 and prior year funds and $15.2 billion from 1951 
appropriations. Practically all of the major items of procurement delivered in 
that year came from prior year funds. Of the $39 billion that the Department 
estimates it will spend this fiscal year, the larger segment of payments is from 
funds appropriated in 1951 and prior years, or an estimated 20 billions of dollars; 
whereas only $19 billions will be spent from the new funds appropriated in 1952. 
As in the previous year, practically all of the 1951 and prior year money will be 
spent for major end items and other procurement-type material such as spares 
and spare parts that are paid for from maintenance and operation funds. The 
1952 money used thus far this year has gone largely for goods and services needed 
for day-to-day operations, such as pay for military and civilian personnel, family 
allowances, food, clothing, utilities, and transportation needed to support the 
operation of an establishment of over 3% million uniformed personnel. 

The expenditure pattern established in 1952 will continue in 1953. You will 
notice that the amount of about $500 million still being paid during 1953 from 1950 
and prior funds are for procurement items or for final payments or settlements of 
contracts where deliveries have been completed. Fiscal year 1951 funds in the 
amount of $11.9 billion will be spent during 1953 with practically all of these 
amounts going for major items of procurement placed under contracts made more 
than a year ago. These contracts represent the culmination of our joint efforts 
with the Congress to build up and equip a military force capable of withstanding 
the threat to our security. Any cut to this portion of the expenditures would mean 
prohibitive cancellation charges under existing contracts and the acceptance of 
many end-items in various stages of completion. As was pointed out in the 1952 
expenditures, there are certain charges for pay, family allowances, food, clothing, 
utilities, transportation, and similar items, that are associated directly with the 
maintenance of a Military Establishment of over 3% million uniformed presonnel. 
It is anticipated that this will result in the expenditure of $20.7 billion from 1953 
funds during fiseal year 1953. 

If section 638 with the limitation of $46 billion were adopted, this in effect 
means that whereas the Department of Defense had expected to spend 18.9 
billions of dollars of fiscal year 1952 appropriations during 1953 primarily for 
maior items of procurement such as aircraft, tanks, ships, ammunition, etc., 
already under contract, this $18.9 billions would have to be cut back about one- 
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third. This reduction would have to come against these 1952 contracts because 
those contracts placed with 1951 or prior year funds are so far along that there 
could be little or no reduction in expenditures even if we attempted at this time to 
cut back production rates or close plants. 

To further illustrate the results of section 638 on military production, we have 
charted the expenditures, by quarters, as planned by the Department. of Defense. 
You will notice that since 1950 the amount being spent for the major items of 
procurement, the capital investment for the Military Establishment, has sub- 
stantially increased, particularly during the last year. To achieve the goals of 
military readiness, it was planned to continue this rise in production rates through- 
out fiscal year 1953, level off at that point, and maintain such alevel through the 
first half of fiseal year 1954. 

If the provisions of section 638 are adopted, under our current situation it will 
be necessary to modify our procurement program along the following lines: First, 
little or no change could be made in the expenditures proposed for the July-August- 
September quarter of calendar vear 1952 because material to be delivered during 
this period is already well on its way to completion, and the slowing down or 
delaying of deliveries would have little or no effect on our current-payment 
requirements. For the quarter of October to December 1952, it might be possible 
to hold to the first quarter level or maybe slightly reduce it. However, in either 
case, the expenditures for the first 6 months of fiscal year 1953 would likely run 
between $24 and $25 billion. This means substantially all of the reduction must 
be effected between January and June of calendar year 1953. <A reduction of 
this kind would likely result in expenditures of about $11 billion during the Janu- 
ary to March quarter and about $10 billion in the April to June quarter of 1953, 
which may be compared with the $13 billion proposed for the third quarter and 
$13.7 billion proposed for the fourth auarter by the Department of Defense. 

Now as to the effect of such a change in production plans on the individual 
military departments. First, for the Army, the result would be an elimination 
of over 3,100 medium tanks, the closing of at least two of the presently operating 
tank facilities and one facility engaged in the production of engines for medium 
tanks, with the result that the Army would build only 300 new tanks during the 
year; a reduction in mortar fire-control equipment to the point where the units 
engaged in Korea would not be supplied even with initial equipment. In other 
major items of equipment, such as the light tank, the 40 millimeter twin gun, the 
105 millimeter howitzer, the 155 millimeter howitzers and guns, trucks, trailers, 
and helicopters, the Army would have from 20 to 80 percent of the amount 
needed for initial issue to the Regular Army and the civilian components by the 
end of June 1953. This would mean that many units would not even have an 
initial supply of modern equipment and that in case we became involved in a 
major combat operation, there would be no stocks available to replace combat 
losses. 

The effect of the expenditure limitation on the Air Force in fiscal year 1953 
and 1954 would be a loss of modern aircraft for 10 combat wings, a reduction in 
aircraft production of at least 3,000 aircraft during the 18 months period of 
January 1, 1953 to June 30, 1954, or about 25 percent of the currently planned 
production; a loss of all the momentum that has been attained in the build-up of 
the aircraft industry; and the equipping of 194 combat wings in lieu of 126 combat 
wings on the desired date; an operational training level, which would not permit 
even the wings in being to be in a satisfactory and safe condition, would sub- 
stantially reduce the possibilities of their carrying out their assigned tasks should 
they be called upon to engage in combat. A continuation in succeeding years of 
substantially the same level of production for the Air Force would make it im- 
possible to ever obtain 143 wings with modern equipment. 

The over-all effect of the expenditure limitation in the Navy would be to delay 
the day on which the Navy will reach a satisfactory readiness level by about 
2 years and to disrupt production lines now in operation on many types of combat 
equipment. 

There are currently under construction in naval shipyards, 5 submarines and 
8 mine craft, and conversion of 7 aircraft carriers, 20 submarines, 26 amphibious 
and mine craft, and 12 destrovers. It will be necessary to delay the completion 
of all of these ships. In addition, it will be necessary to disrupt the work of 
civilian contractors both in the field of ship components manufacture and contract 
shipbuilding and conversion leading to delays in ship completions and additional 
costs. The disruption of workload in the vital naval shipyards will have a serious 
effect upon the ability of those yards to carry out their missions during the 
national emergency. 
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About $600 million of naval aircraft, engine, and aircraft component deliveries 
would have to be slowed down beyond the period in which they are required to 
meet naval aviation readiness dates. This slow-down will cause a reduction in 
the aircraft delivery rate during the 18-month period beginning December 1952, 
resulting in the delay in deliveries of over 500 aircraft and causing a further 
deficiency beyond the 700-aircraft deficiency which had been anticipated as of 
December 1954. 

There will be a proportionate reduction in the procurement of urgently needed 
combat equipment such as tanks, guns, and small amphibious landing craft for 
the outfitting and modernization of the Marine Corps. 

For all three services, results are so serious as to indicate a possible critical blow 
to military preparedness efforts and the defense of the country. Because of the 
sharp reduction in production that would be necessary during fiscal 1953, much 
of the production base so painstakingly attained will be lost through reconver- 
sion or disuse, thus making it necessary again to spend 1 year to 18 months to get 
facilities back in operation and the raw material and component parts flowing to 
the assembler of end items in case of combat. We would, in effect, be cutting off 
our right arm to save the cost of one sleeve of our coat. The immediate effect of 
the expenditure limitation and the appropriation reductions made by the House 
of Representatives would be to raise a serious question as to our ability to maintain 
troops presently deployed in Europe and those engaged in combat in the Far East. 

There have been suggestions from some sources that we postpone consideration 
of this problem until next January and, at that time, attempt to determine whether 
or not such a restriction as provided in section 638 should be modified, continued, 
or abolished. This may sound very plausible, but it simply won’t work. If 
section 638 is imposed in July 1952, we must take immediate action in order to 
be able to reduce expenditures during the last two quarters of the fiscal year, since 
little can be done at this late date to reduce expenditures during the first two quar- 
ters of the year. Consequently, even if it were decided to remove the $46 billion 
ceiling in January 1953, such action would be too late to reverse the effect of the 
cuts imposed earlier in the year. We would again be faced with a long process 
of rebuilding our industrial production. We would have the added problem that 
industry would be inclined to question whether or not it was worth while to enter 
into contracts with those whose plans are subject to such violent fluctuations. We 
would lose all of the sense of urgency and efficiency that are finally beginning to 
produce results. 

Finally in my opinion, an attempt to apply a ceiling on expenditures arising out 
of past contracts is administratively impossible. The only way that I can see 
that such a limitation could be honestly carried out would be to demobilize a 
substantial part of our Armed Forces. With great respect, I urge most strongly 
that no such disastrous course of action be forced on this country. 

The Secretaries of the three military departments are here with me and are 
prepared to elaborate on the effeets of a restriction such as contained in section 
638 upon their individual departments. 

In order to get a preliminary assessment of the probable results of the applica- 
tion of section 638, a benchmark limitation was assigned to each of the military 
departments. There was not time to reconstruct a complete plan. Therefore, I 
would like to emphasize that, in the administration of such limitation as provided 
in section 638, the allocation to individual departments might be varied within 
minor amounts but not enough to change substantially the problem confronting 
this Committee. 

In conclusion I want to again advise this committee that in my opinion the 
fiscal year 1953 budget now before the Congress, and the $52 billion sheoneediviren 
in fiscal 1953 are close to—and maybe below—the danger level of military security 
at this time. Therefore, I respectfully request the deletion of section 638 of 
H. R. 7391 in the interest of national security. 


Senator O’Manoney. Now, do you Secretaries—Mr. Pace, Mr. 
Kimball, and Mr. Finletter—have special statements? 

Secretary Pace. Yes. 

Senator O’Manonny. Will the members of the committee be 
available at, say, 2:30? 

Senator SALTONSTALL. I am afraid, Mr. Chairman, we have a 
policy meeting at 2. It will be a little after that before I can get 
back here. 

Senator O’Manoney. The committee will stand in recess until 
2:30. 
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AFTER RECESS 





PREPARED STATEMENTS OF SECRETARIES OF AIR FORCE AND ARMY 


Senator O’Manonry. The committee will come to order, please. 

Gentlemen, it is quite evident that this afternoon we will not be 
able to have the full attendance of this subcommittee. I fell that it 
will be helpful if those of the Secretaries present who have prepared 
statements will file those statements for the record. They will be 
received and printed as though delivered. Additional copies will be 
handed to the clerk of the committee so that they may be distributed 
to the members of the committee. 

Tomorrow morning at 10 o’clock we open the formal session in 
which each of you, Mr. Secretary Pace, Mr. Secretary Kimball, 
and Mr. Secretary Finletter, may summarize these statements and 
be prepared to answer questions which members of the committee 
will wish to propound. 

I think it is very important that you have the opportunity of 
presenting your point of view to as large a number of the members 
of the committee as possible. Owing to events which are taking 
place this afternoon, it is unlikely that we will have a full attendance. 


DEPARTMENT OF THE AIR ForcE 


STATEMENT OF HON. THOMAS K. FINLETTER, SECRETARY OF THE 
AIR FORCE 


RESTORATION REQUESTED 


Secretary Frnuetrer. Mr. Chairman and gentlemen. I appear in 
support of the restoration to the Air Force appropriations for fiscal 
year 1953 (for all purposes except public works) of the sum of 
$1,644,420,858. This sum is the total amount of the House cut less 
$33,545,000, for which no reclama was filed by the Department of 
Defense. 

I also recommend the deletion from the legislation as passed by the 
House of section 638 of House bill 7391. 

As the committee is aware, the effect of section 638 would be to limit 
the actual expenditures made by the military departments to $46 
billion for fiscal year 1953. By tentative administrative action within 
the Department of Defense, the Air Force has been allocated $17.4 
billion of this $46 billion. 

The Air Force also was cut in H. R. 7391 in its obligational authority 
by a total of $1,677,965,858, divided as follows: 


Aircraft and related procurement_-__-....-...-.-..---------- $560, 000, 000 
Major procurement other than aircraft__................-._ -- 300, , 000 
MMaimtenanes ahi Operations... i... ee 628, 026, 858 
Ne ee nen eee ee ra 167, 739, 000 
Dremienel Tatar ee a er Se Be aL Ee Ne 10, 000, 000 
nee ee ey es ee ee 10, 000, 000 
AUNT INN 5S a 5 cei resins ence bl a. ag bh ck 2, 200, 000 


The Air Force is asking for restoration of $627,681,858 of the mainte- 
nance-and-operation cut; $136,739,000 of the military personnel cut 
and is not asking for the restoration of the $2,200,000 eliminated from 
Reserve personnel. It is asking also for the restoration of all other 
cuts to give the above total of $1,644,420,858. 
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DAY OF READINESS 


My reason for requesting the elimination of section 638 and for 
requesting the restoration of substantially all the House budget cuts 
is that unless this is done the day of readiness of the 143-wing force 
will be extended from July 1, 1954, into the first half of the calendar 
year 1957. 

In my opinion this would be a major blow to our air power. It 
would increase the chances of war and it would make this country 
vulnerable in the event war should come. I ask, in the national 
interest, that the action of the House in these two respects be reversed. 

My arguments for this center on the date of July 1, 1954. The 
Joint Chiefs of Staff, after long and careful consideration of this 
problem, determined that this was the date on which there should be 
in being certain modernized forces of the Army, Navy, and Air Force. 
The civilian Secretaries supported this decision. 


REQUIRED STRENGTH 


In the case of the Air Force the required force strength was 126 
combat wings plus 17 troop-carrier groups. This force was divided 
among the three front-line jobs of the Air Force operation. 

The Air Defense Command was allocated a certain number of inter- 
ceptor fighter wings. These interceptors, along with the antiaircraft 
artillery and the radar screen, were carefully calculated with respect. 
to the information given by intelligence as to Russian capabilities in 
mid-1954. These interceptor wings were considered to be the mini- 
mum necessary for the air defense of this country as of that date. 
Any cut in this minimum figure would increase the chances that Soviet 
bombing attacks would get through in greater numbers and would let 
loose atomic bombs in greater quantities on the United States. 


NATO DEFENSE FORCE 


A certain number of these 126 wings were assigned to the Tactical 
Air operation, of which the bulk was assigned to the NATO defense 
force. They are part of the NATO build-up. Our commitment to 
have them by mid-1954 is part of our arrangements with our NATO 
allies and these in turn are based on a calculation of Soviet strength 
in relation to Allied strength in Europe in mid-1954. 

The Strategic Air Command forces were figured out with direct 
relationship to the capabilities of the Russian air-defense system. On 
this Strategic Air Command lies the heavy responsibility of being 
able to blast the sources of an enemy’s military power in the event he 
should attack us. This is an enormously difficult job and one which 
carries with it the safety of the country. 

The strength of the Strategic Air Command was carefully calculated 
with its eye on the great effort which the Soviets have been making in 
building up their defense against our bombing counter attack. 


SOVIET PREPARATIONS 


The Soviets, as this committee well knows, have laid high emphasis 
on the construction of fine types of interceptor fighter planes. They 
are increasing their antiaircraft artillery, both in numbers and effec- 
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tiveness. They are improving their radar. They are unquestion- 
ably working on the development of guided missiles. 

When, therefore, the Chiefs of Staff recommended that this Strategic 
Air Command have a certain number of wings of certain types in being 
by July 1, 1954, they did it with definite reference to the Soviet 
situation as it would then exist. 

In short, the whole structure of the 143-wing force is calculated with 
respect to Russian capabilities as of July 1, 1954. 


EFFECT OF HOUSE ACTION 


What is the effect of the House action? 

The original request of the Defense Establishment was for $55 
billion, of which the Air Force was to get $21.4 billion for everything 
except public works. 

As a result of the decision limiting expenditures in fiscal year 1953, 
of which Mr. Lovett has spoken, the $55 billion was reduced to $52.4 
billion over-all for the three departments in the submission of the 
budget by the President to the Congress. Of this the Air Force got 
$20.7 billion for everything except public works. This is the figure 
with which the House appropriation bill deals. The reason for this 
cut to $52.4 billion was to limit the expenditures of the military depart- 
ments and military-assistance programs to a total of $60 bilhon during 
fiscal year 1953. 

The effect of this reduction to $20.7 billion for the Air Force (the 
figure in the President’s budget) was to extend the date of readiness 
of the 143 wing force by 1 year, namely from July 1, 1954, to July 1, 
1955. This decision was made for fiscal reasons, and from the military 
point of view contains an important element of risk by delaying the 
date of readiness beyond the critical point of July 1, 1954. 


TWO TYPES OF HOUSE CUTS 


‘ Then the House made two types of limitations on the $20.7 billion 
igure. 

In the first place they cut the obligational authority from $20.7 to 
$19.2 billion, and then imposed the limitation of section 638, to which 
I have referred, which limits the Air Force’s spending during fiscal 
1953 to $17.4 billion. 

The effect, as I have said, of these two blows from the House is to 
move the date of readiness of the Air Force from 18 months to 2 years 
into the future. The 143-wing force will reach completion only 
during the first half of the calendar year 1957. I repeat that this 
throws all the planning out of kilter; creates a force not strong enough 
for the job for which it was intended; and weakens the security of the 
United States seriously between now and 1957. The effect of section 
638 is additionally to weaken it particularly during the period Jan- 
uary 1, 1953, to July 1, 1954. 

With special reference to the effect of section 638 I cite the following: 

The Air Force, if it had gotten the $20.7 billion from the Congress 
for fiscal 1953, would have spent $19.2 billion during fiscal year 1953. 

With a limitation of $17.4 billion on the amount we are allowed to 
spend during fiscal year 1953 certain cuts must be made. Very 
briefly they are as follows: 
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SPECIFIC EFFECTS OF CUTS 


We will lose about 3,600 aircraft during the period January 1, 1953, 
to June 30, 1954. 

We will close eight major production facilities, of which six are 
already in operation and two are about to open. As a result, our 
mobilization production base will be seriously interfered with. 

We will cut our ammunition below the amounts which we con- 
sider to be necessary to have on hand at all times. 

We will also have to cut our combat-wing equipment. This would 
mean that ground support and maintenance equipment for aircraft 
and the ground electronic equipment for the control of aircraft for 
defense of the United States would have to be deferred for delivery 
subsequent to fiscal 1953. 

The reduction in funds will reduce the personnel of the Air Force 
from a planned figure of 1,061,000 to 964,200, or a total of 96,800 
personnel. This reduction amounts to approximately 10 percent of 
the proposed over-all strength of the Air Force. This cut is par- 
ticularly serious in view of the fact that in the build-up from 95 wing 
force to the 143 wing force the Air Force had programed a 50 per- 
cent increase in its striking power against an over-all increase of only 
about 13 percent in military personnel. It will also reduce the num- 
ber of civilians that can be employed by the Air Force. These per- 
sonnel cuts will in turn affect our ability to use about 21 of our bases. 

We will have to make reductions in other items such as the train- 
ing of military personnel in aircraft maintenance. 

It will also cut our stock of maintenance and operating supplies 
to a level which will contribute to the delay in reaching the modern- 
ized force. 

In addition 1 million flying hours will be lost due to reductions in 
funds available for procurement of maintenance spares and spare 
parts, aviation gasoline, oil, and other operating fuels. This latter 
is of particular importance since it affects the standard of training 
of combat crews. 

These various items which I have given you will be brought out 
in detail during the later presentations of the Air Force. 

The main point that I want to leave with you is the fact that sec- 
tion 638 and the accompanying House reductions in effect destroy 
the planned effectiveness of the Air Force. 


QUESTION OF DETERMINATION 


In substance the question before this committee is whether or not 
this country is determined enough to carry out the great policy of 
deterring war which it has taken on. For what we are trying to do 
is to create and maintain a military force sufficiently strong—with 
relationship to a possible enemy’s capability—to be able to persuade 
him not to attack us—and then back of this protective shield of 
strength to work to achieve peace. 

There is no doubt in my opinion about certain things. The first 
is that this generation and this civilization cannot stand another 
world war. Nothing must be held back in terms of money or na- 
tional effort which would prevent us doing the very best we possibly 
can to prevent the happening of such a catastrophe. 
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AIR POWER INDISPENSABLE ELEMENT 


Second, air power, and powerful air power, is an absolutely indis- 
pensable element to the military force which we must have. The 
keystone of our military power must be land-based air power. In 
my opinion, unless we have the right kind of land-based air power in 
the right quantity at the right time, we will not have the deterrent 
force which will persuade the Communists not to attack us. 

Third, this air power must be air power in being, ready for combat 
at every moment in peacetime. It must be trained to the highest 
possible efficiency. 

Fourth, it must be calculated with especial reference to the tasks 
it has to perform at any given moment. There is no point in creat- 
ing a force which is good in 1954 and then not getting it until 1957, 
because the conditions we will face in 1957 will be very different 
from those in 1954. 

The right kind of land-based air power for this country is—insofar 
as we can speak at the moment—the 143 wing force approved by the 
Joint Chiefs of Staff and the civilians of the Defense stablishment; 
and the date on which it ought to be ready from the military point 
of view is July 1, 1954. The cuts in appropriations of the House and 
the House’s spending limitation have stretched this date of readiness 
a year and a half to 2 years even beyond the mid-1955 date submitted 
to the Congress by the executive branch. To stretch out the date 
of our military readiness in this fashion would be to endanger the 
safety of the country. 


DEPARTMENT OF THE ARMY 


STATEMENT BY HON. FRANK PACE JR., SECRETARY OF THE ARMY 
EFFECT OF LIMITATION ON EXPENDITURES (SEC. 688) 


Secretary Pace. Mr. Chairman and gentlemen, at the outset, I 
think it would be wise for me to advise you in specific terms of the 
impact on the Army if Congress approves the proposed House ceiling 
on expenditures for fiscal 1953. The Army has sustained the fighting 
in Korea largely out of its World War II stocks. We had counted on 
partially replacing that reserve and sustaining future actions in Korea 
with equipment to be delivered during fiscal year 1953 and paid for 
out of funds previously appropriated by the Congress for that purpose. 
If the expenditure ceiling stays, it means that a vital part of this equip- 
ment will not be available to the Army in fiscal 1953. The result of 
this would be that the Army could not adequately support its forces 
in sustained combat in Korea in the event of a resumption there of 
all-out hostilities. Further, until some time during fiscal 1954 the 
safety of Army troops stationed in Europe would be jeopardized if 
they were attacked. This is the sobering reality and the clear meaning 
of the House limitation. In addition, we would be unable by the end 
of fiscal 1953; fully to equip the active forces of the Army with their 
initial allowances of the modern weapons and equipment which, with 
the approval of Congress, we have on order—unless of course we were 
to strip the National Guard and Organized Reserves. 

I will try to make unmistakably clear the reasons for this. The hard 
reality expressed in its simplest terms is that under this ceiling we 
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would be unable to accept during fiscal 1953 the weapons and other 
combat equipment already ordered and which industry is only now 
attaining the capacity to produce at the rates so urgently required. 

Before proceeding further I should like to emphasize that my 
testimony this morning relates solely to section 638 of H. R. 7391 
which, if enacted into , would limit the expenditures of the De- 
partment of Defense and of the Army during fiscal 1953. At a later 
time, I earnestly request a full opportunity to present separately to 
you the effect of the House cuts on new appropriation authority re- 
quired for fiscal 1953 if we are to continue hones the path of reaching 
a reasonably acceptable degree of military readiness. 


EFFECTS OF EXPENDITURE LIMITATION ON DELIVERIES OF ARMS AND 
COMBAT EQUIPMENT 


I should now like to discuss with you in detail just where the chips 
will fall if this $46 billion expenditure limitation is imposed. There 
are many ways in which this cut might be divided—all of them un- 
satisfactory from the standpoint of Army readiness. There are two 
large areas in which the reduction might be made—one is people, the 
other matériel. If people, there would have to be a substantial 
shrinkage in our military strength if sufficient dollar inroads were to 
be made, and even then, the entire reduction would not be absorbed. 
At a minimum, any cut in people capable of accomplishing a real 
dollar reduction would seriously retard our ability to continue rotation 
in Korea. As the size of this reduction is increased, it would require 
less units and fewer people in these units and oblige us to revise down- 
ward the Army contribution to the support of the war plan of the 
Defense Establishment. Finally, in case of war, the absence of 
trained and equipped tactical units would prevent any reinforcement 
of our troops under attack in Europe. Matériel is therefore the 
major area in which any such cut-back would have to fall. At this 
stage, any figures showing the effect of such action necessarily repre- 
= td our present judgment as to how the reductions would be 
efiected. 

If this $46 billion expenditure limitation is imposed, it will mean that 
during the coming fiscal year the Army would be permitted to accept 
only approximately 318 medium tanks instead of our planned 3,428. 
This would also mean a substantial reduction in the number of our 
tank producers. 

It would mean that, instead of our estimated 354 105-millimeter 
howitzers, we could accept delivery of only 174—a reduction of more 
than 50 percent. f 

It would mean that the quarter-, three-quarter-, 2%-, and 5-ton 
trucks—so indispensable to combat operations and on which we have 
relied heavily on receiving during fiscal year 1953—would have to be 
reduced by 90 percent in the aggregate. 

In the case of our T33 fire control system which is a “‘must”’ for the 
accurate fire of our antiaircraft guns, we would have to refuse 144 of 
the 360 now planned for fiscal year 1903 delivery. 

In the Signal Corps field, we would lose the delivery of approxi- 
mately 60 percent of the new planned 40,776 radio sets ANPRC-—10. 
These sets are an indispensable part of the communications net used 
by our combat battalions. 
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It would mean that, instead of 3,003 81-millimeter mortars, we 
could only accept 1,916. Instead of 4,408 57-millimeter rifles, we 
could only accept 3,322. 

These drastic reductions, I again emphasize, are only illustrative. 
I have prepared for your inspection a schedule that shows other 
examples of where we will be compelled to refuse the delivery of 
much-needed arms and other items of combat equipment. 


EFFECT OF REDUCED ARMS DELIVERIES FOR FISCAL YEAR 1953 ON ARMY 
PREPAREDNESS PROGRAM 


Let me now describe to you what will be the effect upon the Army 
if these weapons and combat equipment are not received. 

First, as to the effect on the active Army. Our present delivery 
program calls for the active Army to be fully equipped by June 30, 
1953, and by the same time for our civilian components to be equipped 
at 50 percent of their table of equipment allowances—and only then 
if there is no drain in fiscal year 1953 on our equipment because of 
hostilities in Korea or elsewhere. Under this $46 billion expenditure 
ceiling, this target date would be set back at least one full year, 

(Discussion off the record.) 


EFFECT ON HOSTILITIES IN KOREA 


Second, as to the effect if hostilities in Korea continue after June 
30, 1952. We have assumed throughout that none of these weapons 
and equipment would be consumed in hostilities in Korea after June 
30, 1952. Should hostilities continue after that date we would have 
to take these arms and combat equipment out of the hands of the 
active forces in the United States and ship them overseas, thereby 
reducing further the combat readiness of such troops. Moreover, if 
these hostilities should be prolonged, we may well be driven to with- 
draw some of the modern equipment which is urgently needed to 
equip our forces in Europe. The fact that we estimate that the war 
in Korea during the fiscal year 1952 will consume approximately $2.8 
billion worth of weapons, combat equipment, and ammunition, gives 
some idea of the amount of equipment that might have to be diverted 
from our forces here in the United States or in Europe should the war 
in Korea continue. 


EFFECT ON NATO FORCES 


Third, the five Army divisions and other supporting troops in 
Europe represent a key force in the NATO defense structure. These 
forces would be among those troops bearing the initial impact of any 
Communist aggression there. Should this expenditure limitation be 
placed in effect, our United States troops in Europe will not be fully 
equipped with modern arms until a year later than is now planned. 
Meanwhile, we will not have sufficient weapons and equipment on 
hand or on order to support these divisions should the Communists 
attack in Europe. 


EFFECT ON PRODUCTION BASE 


Finally, and equally important, would be the disastrous effect of 
this expenditure limitation upon the production base which is so 
important to our preparedness program. We have been endeavoring 
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for nearly 2 years to build from scratch the industrial capacity to 
provide us with the weapons we urgently need. The orders for these 
weapons have been on the order books of industry for some time. 
Now that we are about to realize on all this effort and reach a point 
when the weapons we have ordered could be made available to us at 
rates of delivery already modest when measured against the dangers 
we face, the proposed expenditure reduction will prevent us from 
accepting the weapons we have ordered. The proposal not only 
would prevent us from proceeding with the build-up of our military 
strength at a rate which has already been criticized in the past as 
being too slow, but also require us, by the end of fiscal year 1953, 
virtually to destroy, other than for ammunition, the expandable pro- 
duction base we have taken such pains and expense to establish. 
The net result of this is that we would have neither the essential 
things on hand nor the indispensable concomitant—a going produc- 
tion base with the expansible capacity to produce these things. The 
drastic cut-backs in deliveries which such an expenditure limitation 
would impose will, as I have pointed out, require sizable reductions 
in Army orders. In some cases, Army contracts will have to be 
terminated. I have with me a list of representative major con- 
tractors whose Army orders may have to be cut back if the $46 billion 
xpenditure limitation is imposed. In many cases, Army contractors 
will be required to reconvert to civilian production. The chain reac- 
tion upon subcontractors and small business will spread the impact 
far beyond these major suppliers. This will mean the disintegration 
of our production base. 


EXPENDITURE REDUCTION MUST FALL ON MAJOR PROCUREMENT 
AND PRODUCTION 


The question may well have occurred to you, “Why can’t the 
Army spend less dollars for other things?” The answer to that is 
this. The cost of maintaining the Army falls into three broad cate- 
gories—personnel costs, the cost of maintaining and operating the 
Military Establishment, and major procurement and production 
costs. 

OBLIGATIONS INCURRED 


To be specific about this, the Army has already incurred obligations 
of $4 billion from funds made available in fiscal year 1951, and will by 
June 30 of this year, from funds made available in fiscal year 1952 
have incurred obligations of an additional $8 billion, all of which 
represent commitments to be met during fiscal 1953, largely for arms, 
equipment, and essential services, previously ordered but not yet 
delivered. This aggregates $12 billion. Behind these commitments 
stand the full faith and credit of the United States. 


TOTAL AMOUNT NEEDED 


Unless we are materially to reduce the size of the active Army, we 
will have to expend approximately $7 billion of fiscal 1953 appropria- 
tion during fiscal 1953 to train, house, feed, pay, and clothe the 
1,550,000-man Army already in being and projected for fiscal 1953. 
To this must be added about $800 million to keep essential ammuni- 
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tion lines in operation. I will later discuss with you the great efforts 
the Army is making to reduce its current operating expenses, in every 
way possible. However, when outstanding commitments for goods 
and services or order, aggregating over $12 billion, which must be 
paid out during fiscal 1953, are added to the $7.8 billions required to 
maintain the Army during fiscal 1953, it all adds up to $19.8 billion. 
Unless we quickly demobilize a substantial part of the active forces, 
the only alternative is to cancel contracts and retard the rate of de- 
liveries during fiscal 1953. I have prepared, for insertion in the 
record, a graphic illustration of how these fiscal year 1953 expendi- 
tures are broken down. 


MAJOR PROCUREMENT AND PRODUCTION 


The Army recognizes that in the field of major procurement and 
production, we sometimes receive less than our delivery schedules call 
for no matter how vigorous may be the efforts to keep such schedules 
realistic. Although the production schedules used in determining this 
$19.8 figure have been adjusted to reflect actual delivery rates to date, 
and thus have taken in account any production slippages which have 
occurred so far, we realize that there may continue to be some short- 
falls in expected deliveries for fiscal year 1953. We have therefore 
applied a 10-percent reduction to our procurement and production 
estimates for expenditures in fiscal year 1953, thereby reducing them 
by approximately $900 million. This brings our over-all estimated 
expenditure level for fiscal year 1953 down to slightly under $19 billion, 
the amount allocated to us by the Secretary of Defense. It is within 
this $19 billion that the Army plans to buy the tanks, howitzers, fire 
control systems, trucks and other items of combat equipment to 
which I have already referred. 


EXPENDITURE EXPERIENCE 


I have here a chart which shows the money we have spent in fiscal 
year 1951 and to date in fiscal year 1952 and which projects the expen- 
ditures which that experience shows we will make in fiscal year 1953. 
As you will see, our expenditure experience to date fully justifies and 
supports our approximately $19-billion estimate for fiscal year 1953. 
I also want to emphasize at the outset that these calculations are 
made solely for funding purposes and assume no hostilities in Korea or 
elsewhere during fiscal year 1953. Below the median line appear the 
fixed costs of the Army. These are the personnel costs and the costs 
of the supplies and services needed in our daily operations. 

You note that for these fixed charges during fiscal year 1951 we 
spent approximately $500 million per month and that during the 
first half of fiscal year 1952 while the Army was building up its strength 
and supporting hostilities in Korea, these monthly costs increased by 
$420 million. For the third and fourth quarters of fiscal year 1952 
these costs have further increased so that we are now spending $930 
million per month to meet them. I want again to call your attention 
to the fact that these figures up to and including the third quarter of 
fiscal year 1952 are actual figures representing dollars in fact paid out. 
During the four quarters of fiscal year 1953 our expenditures for those 
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fixed costs will level off at approximately $600 million per month for 
personnel and $300 million for supplies and services. This, I repeat, 
assumes no continuation of hostilities in Korea. 


PROCUREMENT PROGRAM 


Turning now to our procurement program, including ammunition 
and construction, during fiscal year 1951 we spent $82 million per 
month; during the first half of fiscal year 1952, $335 million per month; 
and during the third quarter of fiscal year 1952, $499 million per 
month. This steady increase is due in the main to the fulfillment of 
orders for long-lead-time items which were placed in fiscal year 1951 
and early fiscal year 1952 and which during the fourth quarter of 
fiscal year 1952 will result in deliveries of $670 million per month or 
approximately $2 billion for the quarter. For fiscal year 1953 we 
have as a result of the slightly under $19 billion ceiling imposed by 
OSD leveled off our anticipated expenditures rate for these items at 
$2 billion per quarter. 


AMMUNITION PRODUCTION 


Insofar as our ammunition production lines are concerned, they 
must be maintained. Hostilities in Korea have consumed great quan- 
tities of ammunition. In fact, the rates of ammunition expenditures 
in Korea have exceeded World War II averages by substantial margins 
and have compelled us practically to exhaust our World War II stocks. 
Because of the long lead time involved, we are just now beginning to 
receive ammunitiom in amounts sufficient to meet current needs. 


The ammunition reflected in our fiscal year 1953 expenditures, there- 
fore, is needed to build up our stock to acceptable levels, to keep 
vitally required production lines in operation, and to put us in a posi- 
tion where we can support continued hostilities in Korea or elsewhere, 
should that be required. Thus, a sizable expenditure reduction can 
only be absorbed by reducing the weapons and equipment which the 
Army expects to receive and pay for during fiscal year 1953. 


IMPACT OF CUTS 


I would like to show you, this time in dollars, how serious such an 
impact would be. For purposes of discussion, | am assuming that 
the amount of such a reduction might approximate $2% billion. 

In such an event the $453 million per month which we plan to spend 
for these items during the first quarter of fiscal year 1953 would have 
to be reduced to $373 million. Similarly, during the second quarter 
we would have to reduce our estimated monthly expenditures for this 
purpose from $393 million to $238 million. This reduction would be 
even more drastic during the third quarter of fiscal year 1953 when 
we would be compelled to cut back from our planned $357 million per 
month to $127 million per month. Finally, during the last quarter, 
the $2.5 billion reduction would mean we could only spend $22 million 
a month for weapons and equipment instead of our planned $407 
million. 
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SUMMARY 


The dangers which this Nation faces in the present period of inter- 
national tension are, I am sure, well recognized by all of you. Our 
real hope to avoid World War III lies in our Armed Forces, backed up 
by an expandable mobilization base, being strong enough to deter any 
would-be aggressor from starting ‘World War III. The 19 billion 
limitation upon the dollars which the Army plans to spend during 
fiscal year 1953, in my judgment, is as drastic as the Army can accept 
and still remain in a position to carry out, on a minimum basis, its 
heavy responsibilities for the defense of this country. 

(The following information was submitted:) 


Major ordnance contractors whose work for Army might be terminated or sharply 
decreased during foe al : 0r 1953 





Name i Location Item produced 
Willys-Overland Motors, Inc._......| Toledo, Ohio._..-...........---- Truck, 4 ton 4 by 4. 
Chrysler Corp_-- inceaneubitaske RING ERs Senindincineubcitae | Truck, 34 ton 4 by 4. 
Reo Motors, Inc_-- ial I | Truck, 214 ton 6 by 6. 
Studebaker Corp ...-----| South Bend, Ind__.-..--. peeks Do. 
International Harvester Co._..____- BON PR | Truck, 5-ton 6 by 6. 
Continental Motors--.~..-......-.--- | Muskegon, Mich-__...--__- .-.--| Engines, heavy. 
Spicer Division, Dana Corp._.......| Toledo, Ohio____..._.._.........}| Transmissions, universal joints. 
Timken Detroit Axle Co_-____.._._. ra ee Newark, Ohio; | Axles. 
Oshkosh, Wis. 
Mechanics Universal Joint Co_..___. Rockford, TM. ._.................| Universal joints. 
Deleo Remy Division, General | Anderson, Ind--.-.___--- ..-.| Batteries and ignition systems, 
Motors Corp. | | 
Mbenists: Aaa wn <5 siting cikae | Lockland, Ohio---_.............- Do. 
pe |) ERE ea eh, CR ae Do. 
Bendix Scintiia....-...............- PiIREEROY, UM? Riicdeii ini kce Brakes and wiring harness, 
Budd Manufacturing Co_._....._...| Detroit, Mich__- aa Se -| Wheels. 
Holley Carburetor Co___....__..._-. | Re es, ee eee AEE Carburetors. 
Mack ns Co., Bruns- | New Brunswick, Re Differential carriers. 
wick Ordnance Plant. 
Gear Grinding Machine Co_.........| Detroit, Mich_.............-.-- Gears (axles and transmissions), 
BSD URE Ra 6 <4 a dat cee daptetinn | Milwaukee, Wis ee 
The Hiel Co.__. __._......| Milwaukee, Wis.; Hillside, N. J.| Dump truck bodies. 
Ross Gear & Tool Co._.____.__- ===! Lefegette, Indi... 6 csss. sss Steering gears. 
Gar Wool Inausiries .. .... - sacancuts) Ses Ih. cc can cdaede | Winches. 
Kelsey Hayes Wheel. ____-___-- awel = do Pekdiiebihidineccknil ae. 
Carter Carbureter.Co..........-<:. . Louis, BO a ia Carburetors. 
American Car & Foundry- ---..--- a3 Be week, FR.......... Guypdaseee aa 105-millimeter howitzer (S. P.) 


| } and §S. P. twin 40-millimeter 
| antiaircraft gun. 


Cadillac Motor Car Division, | Cleveland, Ohio.................| Light tank and S. P. twin 40- 
General Motors Corp. | millimeter antiaircraft gun. 
Moassey-Herris O0-... .. <2. ckcece cs | Racine, Wis.....................| Self-propelled 155-millimeter 
| howitzer. 
Continental Motors. _....-...---..- | Muskegon, Mich........._.---_. Engines. 
Pacific Car & Foundry_........-...- Renton (Seattle area), Wash... 7. _P. 155-millimeter gun and 
| | ¥ é. ‘ineh howitzer. 
Pontiac Motor Car Co__.....-..--.. | Ponting; Mieh.. .... 3.5.22... | A united cargo carrier. 
Aliia-QDel60S 5: ia5 5 5nkiw wien sds ash ) TPee, Big. is] Lt. wrecker, tracked and cargo 
| | tractor. 
International Harvester Co_.__..--- Cee, Tx... casnacsccnsksences | Armored personnel carrier. 
Food Machinery Co sis wim = ah ORE DO SONI ice wg icS nine ahd | Do. 
Allison Division, General Motors | Indianapolis, Ind.--.............| Transmissions. 
Corp. 
Pressed Steel Car Co................ UR I a eal eS Modifications. 
Goodyear Tire & Rubber Co___-___.| Muncie, Ind___..-.........-..-_| Traek. 
Inland Division picks onubdhin df, CRI nO Sd be int 2c Do. 
Chrysler Motor Car Co oa se ool oo bbe | ues a _..| Medium tank. 
DO. .b.x% ......-| New Orleans, La.....-- ak eh Engines, 
American Locomotive Co ~oudas| BGhenactads, NM. ¥ si... ',-.26-5 Medium tank. 
Ford Motor Car Co.__.-.........- _| Detroit, Mich biedieieg Do. 
Fisher Body Division, General | Grand Blanc, Mic ick ines. Do. 
Motors Corp. 
Brown & Root Coe... .............2.. Mieustot, Tek......5452.2 ie Shi Hull machining. 
Hunt-Spiller Co sh. OE, DENG... ccniacaoe< _....-| Armor castings. 
Mechanics Universal Joint Divi ision, Memphis, ‘Tenn................. Universal joints. 


Borg-Warner 
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Major communications industry contractors whose work for Army might be terminated 
or were ¢ decreased anne eee: ve ar 1953 


Name 


Sperry Gyro Co 

Dayton Industries 

Sonic Industries, Inc_- fy 
United States Rubber Co. 
Anaconda Wire & Cable 
General Cable Corp. 

Rome Cable Corp 

Simplex Wire & Cable j 
United States Rubber Co_-.. 
Western Electric Co 

North Electric Mfg Co 
Federal Tel & Radio Corp 


Kellogg Switchboard & Supply Co 


North Electric Co ; 
Accurate Insulated Wire... - 
William Brand Co 

Circle Wire & Cable 

Essex Wire Co 

General Cable Corp 

General Ins. Wire Works 
Hatfield Wire & Cable... 
Lowell Ins. Wire. - - 
Narragansett Wire Co 

Okonite Co 

Rhalo Plastics Corp 

Phelps Dodge C opper Products. - 
Plastic Wire & Cable Co_.__.._- 
Plastoid Corp 

Rex Corp AS St 
Rhode Island Ins. Wire Co 
Standard Cable Corp 

Rome Cable Corp 

United States Rubber Co. 


United States Wire & Cable Corp... 


Whitney Blake Co- 

Espey Mfg. Co 

Federal Tel. & Radio 

Remler Co 

Federal Tel. & Radio 
Do. 

Rauland Borg 

American Tel. & Radio 

Cornell Dubilier Corp 

Pilot Radio Corp 

Motorola, Inc. . - 

Lewyt Corp 

Federal Tel. & Radio 
Do.. 

Lewyt Corp-_- 

Lewyt Corp... 

Federal Tel. & Radio 

Belmont Radio 


| 
| 


| 


| Great Neck, Long 


Location 


Island, N. Y 
Brooklyn, N. Y 


| New York, N. Y 
| Bristol, R. f 


Hastings on Hudson, N. Y 


| Perth Amboy, N. J. 


| Cambridge, 


Rome, N. Y 


Mass 


| Bristol, R. I 


New York, N. Y 
Galion, Ohio 
Clifton, N. J. 


| Chicago, Ill. __.. ae 


Galion, Ohio 

New Haven, Conn 
Willimantic, Conn 
Maspeth, Long Island, N. Y 


| Marion, Ind. 


| Bayonne, N. J 


| Hillside. N. J 
_| Lowell, ‘ 
| Pawtucket, R. I 


Providence, R. I 


Mass - 


| Paterson, N. J 

| Worcester, Mass. 

| Yonkers, N. Y 

| Jewett City, Conn. 
ener, N. Bh 


Cranston, 


| Rome, 


Cambridge, Mass 
R.I 
Chickasha, Okla. - 
NaiBa ccs 


| Bristol, R. I 


Newark, N. J 
Hamden, Conn. -. 


| New York, N. Y 


| Clifton, 


N. J. 
San Francisco, Calif 
Clifton, N. J. 

do 
Chicago, Il 
St. Paul, Minn 
New Bedford, Mass_._.......-- 
Long Island City, N. Y 
Chicago, Ill. 
Brooklyn, N. Y 
Clifton, N. J. 

do 
Brooklyn, N. Y. 
Brooklyn, N. Y 
Clifton, N. J.--. 
Chicago, Il... 


Wire, 


Item produced 


AN/MPQ-10 mortar fire control. 
Telephone loading coil assembly. 
Do, 
Do. 
Cable assembly. 
Do. 
Do. 
Do. 
Do, 
Do, 


| Switchboard (SB-22/PT). 


Do. 
Telephone switchboard. 

Do. 
W D-1 ( )/TT. 
Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do, 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 

Do. 
Control group (AN/GRA-6). 

Do. 

Do. 
Amplifier. 
Power supply, 

Do. 

Do. 

Do. 

Do. 
Radio receiver R-108. 
Radio receiver R-109. 
Radio receiver R-110. 
Receiver transmitter. 

Do. 
Receiver-transmitter RT-68. 


PP-112 () GRC. 


_| Receiver-transmitter RT-70, 


Do, 





94846—52——17 
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Major general industry contractors whose work for Army might be terminated or 


Nane 


Allison Steel Manufacturing Co-._.............-.- 


Commercial Shearing & Stamping 


Reliance Steel Products Co____...._-- 


Farm Rite Implement Co... 
Central Art Iron Works, Inc 
Michael Flynn Manufacturing Co 


Farm Rite Implement Co.___-_--. 
Clinton Foods, Inc. E 
Michael Bronze Co., Ine 
Firestone Tire & Rubber Co 
Goodyear Tire & Rubber 


Cooper Tire & Rubber Co Ase, 


General Tire & Rubber Co______.-- 


B. F. Goodrich Co- 
U.S. Rubber Co-. 


CeCo Steel Products Corp 
Stewart Iron Works. Fat ; 


International Steel Co_ 
Utica Structural Steel Co 


Steelcraft Manufacturing Co 
Decatur Iron & Steel - 


San-Equip, Inc_. 
J.8. Thorn Co. 


Pressed Steel Car Co-. 


Bills payable in fiscal year 1953 from fiseal year 1951 furds: 


Military personnel, A 


Maintenance and operations 


rmy 


Research and development 
Army Reserve forces (including construction) 


Procurement and production 
Deliveries of major items 


Expediting production 


Total 


aad \Chicago, RE 


sharply decreased during fiscal year 1953 


Location | 


Phoenix, Ariz___| 
-| Youngstown, | 


Ohio. 
McKeesport, Pa_. 


Philadelphia, 
Pa. 
Chicago, Il. __- 
Dunedin, Fla 
Covington, Ky 
Akron, Ohio. - - 
..do.... j 
Findlay, Ohio__- 
Akron, Ohio. - - 


Bsc. 
Providenee, 
R.I 


Chicago, Til. - 


Cincinnati, | 
Ohio. 

| Evansville, Ind- 

Utica, N. Y : 


Rossmoyne, 
Ohio. 
Decatur, Ala__.- 


Syracuse, N. Y -. 
rp aonrem, 


a. 
| Mt. Vernon, Ill 





| 


Item produced 


Bailey bridge treads. 

Bailey bridge treads, saddles, and 
trestles. 

Bailey bridge treads. 


Bailey bridge treads and trestles. 


Bailey bridge saddles and _ tran- 
soms, 
Do. 
Do. 
Bailey bridge trestles. 
pete? bridge floats. 
do. 


Do. 
Do. 
Do. 
Do. 


Bailey bridge panels, stringers, and 
transoms, 
Do, 


Do, 

Bailey bridge panels, stringers, 
transoms and guardrail. 

Bailey bridge panels, transoms, 
guard rail. 

Bailey bridge panels and riband 
guardrail. 

Bailey bridge stringer, plain. 

Bailey bridge guardrail. 


Military boxcars and other mili- 
tary items. 


Millions 
$45. 8 
165. 0 

53. 7 
18.8 
3, 728. 0 


_ $3, 528 
Un 


~ 4,011.3 


Bills payable in fiseal vear 1953 from fiscal year 1952 funds: 


Military personnel 


Maintenance and operations 


Research and development 


Military construction, Army - 
Procurement and production 


Delivery, major i 


tems 


Expediting production 
Civilian relief in Korea 
Army Reserve forces (including construction) - - 


Miscellaneous 
Total 


Fiscal vear 1953 bills payable in fiscal year 1953: 


Military personnel 


Maintenance snd operations 


Research and development 


Procurement production (ammo) 


Army Reserve forces (including construction) 


Miscellaneous 
Total __ 


Grand total 
Less slippage 


Net estimated expenditures. 


922. 7 

1, 896. 3 

159. 8 

700. ( 

4, 141. ( 
$3, 604. 2 
536. 8 

90. 0 


3, 783. 7 
2, 843. | 
156. 4 
787. 3 
201. 5 
4.0 


7, 776. 0 


“19, 815. 5 
925. 6 


18, 889. 9 
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ALLOCATION OF EXPENDITURE LIMITATION 


Senator SALTonsTALL. I might ask this one question: Both you, 
Mr. Kimball, and Mr. Finletter, substantiate—and I know Mr. Pace, 
from this morning, substantiates—the fact that if this expenditure 
limitation of $46 billion is in, it will come out of our capital improve- 
ments, our construction side, rather than the operation and main- 
tenance side, and it has got to come out of one of the two, according 
to you. 

Secretary Kimspauu. Yes, sir. The way it works out with us, Sena- 
tor Saltonstall, is that we will have about $2.2 billion reduction in 
expenditures over what we had planned. Now, of that, about 80 
percent will have to come out of our major procurement, which will 
be something over $1.6 billion. We a get a little out of public 
works, about $200 million, and we possibly can get from maintenance 
and operation about $400 million. But 80 percent of it will have to 
come out of our major procurement, 

The thing that worries me is that you just cannot take it out, because 
you are going to get so many less end items when you take that 
amount out of existing contracts. : 

Senator SALTONSTALL. Mr. Chairman, one item, if we are just dis- 
cussing it for a moment, that perhaps we should get some testimony 6n 
from these gentlemen, is this: Assume the Mutual Security is eut— 
and it is already cut 10 percent, from $7.9 billion down to $6.9 billion. 
Now, assuming those expenditures are cut, the great body of the end- 
items come from military production in this country, and if that is 
reduced that will help carry this load of this reduction of $6 billion; 
will it not? 

Secretary Kimpatu. Not very well, because most of our production 
money—it will not help it at all. 

Secretary Pace. The answer is that instead of being helpful, it will 
make it worse. The effect of the reduction by the House is to reduce 
the military, purely military expenditures as opposed to the MSA 
expenditures. Therefore, the only result of any reduction in MSA 
obligations will mean a reduction in our total over-all production base. 
In other words, we use MSA as a means of spreading the base of 
production. Since you are producing and sending it on abroad, you 
still have a production base going. A reduction in that, contrary to 
helping us, in terms of the expenditures limitations, will affect us only 
in that it will further constrict the base of our production develop- 
ment. Am I accurate in that? 

General Decker. That is right. 

Admiral CLtexton. The annual expenditures of $46 billion do not 
include MSA funds. 

Senator SALronstTaLL. What I mean is that if we reduce that, it 
seems to me that that would allow productive facilities here to go 
into our business here, so that some of the things that might be pro- 
duced would to into use here. 

Secretary KimBatu. It works in reverse. What it will mean is 
that it is not that we are looking for new productive facilities; we will 
have to close down the ones that we already have. 

Senator SALTONSTALL. I think my statement was incorrect. 

Senator O’Manoney. Is it not a fact that there are reimbursements 
as a result of MSA, in military expenditures? 
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General Moore. That will reduce the expenditure from MSA, and 
reduces the reimbursements. 

Senator O’Manonery. That is not covered by this? 

Secretary Pacer. That is right. 

Senator O’Manonry. When you talk about reducing MSA, you 
are talking about the action of the Foreign Relations Committee in 
reducing the authorization, and the great likelihood that a further 
reduction will be made upon the floor of the Senate. But even so, 
whatever military expenditures are made under MSA will lay the 
base for future reimbursements. Some of those reimbursements go to 
the military, do they not? 

Secretary Kimpatyi. What will happen with that is the same as our 
regular appropriations: That MSA money will not be spent in the 
fiscal year 1953; a little in 1953, and some in 1954, and some in 1955, 
and some in 1956. 

Senator O’Manonry. Well, gentlemen, it is after 3 o’clock, and if 
we may havé those statements, we will recess. 

Secretary Krmpauu. I will have a prepared statement in the 
morning. 

Senator O’Manoney. Will you come prepared to answer all of the 
questions, please. 

I am sorry we were unable to continue this afternoon, but in the cir- 
cumstances I think this is the best thing to do. 

(Whereupon, at 3:05 p. m., Wednesday, April 30, 1952, the hearing 
was recessed until 10 a. m., Thursday, May 1, 1952.) 





